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ELLIOTT & ELLIOTT, P.A.
JUN 2.0 2003 || ATTORNEYS AT LAW

' I 721 OLIVE STREET

ECEIVE COLUMBIA, SOUTH CAROLINA 29205

UTILITIES DEPARTMENT
ScotTt ELLIOTT TELEPHONE (803) 771-0555
MARY M. ELLIOTT FACSIMILE (803) 771-8010

EMALL: selliott] @mindspring.com

OF COUNSEL

CHARLES H. COOK

June 20, 2003 - "
VIA HAND DELIVERY : . ~

Mr. Gary E. Walsh
Executive Director
South Carolina Public Service Commission

101 Executive Center Drive
Columbia, S.C. 29210

Re:  Application of Covista, Inc. for Authority to Provide Resold and Fuacilities-Based Local
Exchange Service Within the State of South Carolina

Dear Mr. Walsh:

Enclosed please find for filing an original and fifteen (15) copies of the Application of Covista,
Inc. for Authority to Provide Resold and Facilities-Based Local Exchange Service Within the State of
South Carolina.

I have enclosed an extra copy of this application which I would ask you to date stamp and return

to me through my courier. If you have any questions or if I may provide you with any additional
information, please do not hesitate to contact me. Thank you.

Sincerely Yours,
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Encl.

cc: Lance J.M. Steinhart, Esquire
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ATE OF SOUTH CAROLINA
BEFORE THE SOUTH CAROLINA PUBLIC SERVICE COMMISSION

In re:

Application of
Covista, Inc.

)
)
)
))
For a Certificate of Public ) DOCKET NO. 2003-200-(=
Convenience and Necessity to ) -
Provide ) O
Local Exchange )
Telecommunications Services and )
for local service offerings to be regulated )
in accordance with procedures authorized )
for NewSouth Communications in Order )

No. 98-165 in docket No. 97-467-C UTLmES
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APPLICATION OF COVISTA, INC.
FOR AUTHORITY TO PROVIDE RESOLD AND FACILITIES-BASED/UNE-P
LOCAL EXCHANGE SERVICE

Covista, Inc. ("Covista" or "Applicant"), pursuant to S.C. Code Ann. § 56-9-280(B)' and
Section 253 of the Telecommunications Act of 19967, respectfully submits this Application for
Authority to Provide Resold and Facilities-Based/INE-P Local Exchange Service
("Application") in the State of South Carolina and for local service offerings to be regulated in
accordance with procedures authorized for NewSouth Communications in Order No. 98-165 in
docket No. 97-467-C.

1As amended by Act No. 354, signed by the Governor on June 6, 1996.

2Telecommunications Act of 1996, 47 U.S.C. § 253 (1996).
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Applicant intends to provide local exchange service to customers located in non-rural
local exchange carriers’ service areas of South Carolina. Should its Application be granted,
Covista plans to commence offering service immediately upon the establishment of the
appropriate and necessary resale arrangements with the incumbent Local Exchange Carriers
("LECs"). Applicant will be negotiating an interconnection/resale agreement with BellSouth to
provide local service.

Approval of this Application will promote the public interest by increasing the level of
competition in the South Carolina telecommunications market. Ultimately, competition will
compel all telecommunications service providers to operate more efficiently and pass the
resultant cost savings on to consumers. In addition, as a result of competition, the overall
quality of local exchange service will improve.

In support of its Application, Covista states as follows:

I. Introduction
1. The name and address of the Applicant are:
Covista, Inc.
721 Broad Street, 2nd Floor
Chattanooga, Tennessee 37402
2. All correspondence, notices, inquiries and other communications regarding this

Application should be directed to:

Lance J.M. Steinhart, Esq. Local Counsel:

Lance J.M. Steinhart, PC Scott Elliott, Esq.

1720 Windward Concourse Elliott & Elliott, P.A.
Suite 250 721 Olive Street
Alpharetta, Georgia 30005 Columbia, SC 29205
Telephone: 770/232-9200 Telephone: 803/771-0555
Facsimile: 770/232-9208 Facsimile: 803/771-8010

Email: Isteinhart@telecomcounsel.com
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3. In support of this Application, the following exhibits are attached hereto:

d.
e.

Exhibit A - Covista's Articles of Incorporation, as amended, filed with the
Secretary of State for the State of New Jersey;

Exhibit B - Covista's Certificate of Authority to Operate in South Carolina as a
Foreign Corporation;

Exhibit C - Covista Communications, Inc.'s Form 10-K for the year ended
January 31, 2002 and Form 10-Q for the period ended October 31, 2002.
Exhibit D - Biographies of Covista management; and

Exhibit E - Illustrative Price List for Local Exchange Service;

11. Description of the Applicant

1.

General Information

Applicant is a New Jersey Corporation, which was formed on March 9, 1960. The

company is headquartered at 721 Broad Street, 2nd Floor, Chattanooga, Tennessee 37402.

2.

Customer Service

Covista's customer service representatives are available to assist its customers and will

promptly respond to all customer inquiries. Customers may call (800) 805-1000 or a local

number. The applicable toll free or local numbers will be printed on customers' monthly

billing statements. Alternately, customers wishing to communicate with a Covista customer

service representative in writing may send written correspondence to Covista at:

Covista, Inc.

ATTN: Tony Barrett

721 Broad Street, 2nd Floor
Chattanooga, Tennessee 37402
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Covista's customer service representatives are prepared to respond to a broad range of
service matters, including inquiries regarding: (1) the types of services offered by Covista and
the rates associated with such services; (2) monthly billing statements; (3) problems or

concerns pertaining to a customer's current service; and (4) general service matters.

III. Covista Possesses the Technical, Managerial and Financial Expertise Necessary to
Provide Local Exchange Service

Covista possesses the requisite technical, financial and managerial capabilities to
operate as a competitive telecommunications provider. These capabilities are explained in
detail below.

1. Financial Qualifications

Covista is financially able to provide the services proposed in its tariff as evidenced by
Covista Communications, Inc.’s Form 10-K for the year ended January 31, 2002 and Form 10-Q
for the period ended October 31, 2002. Covista is a wholly owned operating subsidiary of Covista
Communications, Inc., a publicly held fully reporting SEC company.

2. Managerial Qualifications

Covista's senior management team is highly skilled, having acquired considerable
experience in the telecommunications industry. Using this extensive expertise, Covista's
management team has developed innovative marketing and operating strategies. In conjunction
with effective financial and operational measures, these marketing strategies will enable the
company to provide quality service at competitive rates, while resulting in profitable operations
for the Applicant. Covista has extensive experience in the technical, managerial, and financial

aspects of the telecommunications industry.
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2. Technical Qualifications

Applicant's key management personnel have significant business and telecommunications

experience. Applicant is authorized to, and is providing long distance service throughout the
United States. For South Carolina, See Docket Nos. 94-397-C. (Applicant formerly known as
TotalTel). Applicant is currently authorized to provide local exchange services in California,
Colorado, Connecticut, Delaware, Florida, Illinois, Minnesota, North Carolina, Ohio, Oregon,
Pennsylvania, Texas, Virginia, Washington D.C. and Washington. Covista is in the process of
obtaining authorization to provide local service nationwide. The company is not currently
providing local exchange service, however, it intends to initiate service in selected markets in

the next 90 days. No such applications have been denied or dismissed. Applicant will also

rely upon the technical expertise and telecommunications experience of its underlying carriers.

Covista will initially offer resold local exchange services and local services utilizing the

UNE-P platform. Such services will be provided by utilizing the facilities of incumbent local

exchange carriers ("LECs"), as well as unbundled network elements. Covista will primarily resell

the facilities and services of BellSouth. Covista will also use unbundled network elements and
services purchased from BellSouth and other incumbent local exchange providers, where

applicable, to provide service through Covista’s facilities.
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If Covista installs equipment for the provision of local exchange services, it will probably
use the following or a similar configuration of equipment, which is deployed in several other states:
It will provide voice, high speed data and internet access services through a combination of the
latest technology switching and transport media comprised of the Lucent Technology 5 ESS
Generic 13 switch, ADSL/SDSL transport and Internet service equipment and the latest Optical
multiplexer DAC's configurations. The switching system consists of a central processing and
control complex capable of interconnection as a peer to the incumbent as well as competitive
local exchange companies. The hub portion of the switch will interconnect with the public
switched network on Signaling System 7 ("SS7") or Feature Group D ("FGD") facilities. The
system supports local number portability, the needs of the service bureau of LNP providers, and
has ISDN primary interface support for call set-up for originations and terminations based on
ANSI standards and offers ISDN implementation. The system's remote module capability will
allow properties to be served in a manner that provides the exchange of appropriate signaling,
control and calling/caller information to the network in accordance with network standards and
specifications. Additionally, these services will be delivered over a combination of delivery
mechanisms through incumbent local carriers' unbundled loop network, both copper and fiber
and transport networks, as well as via constructed facilities. Its services will be available on a full-
time basis, twenty-four hours a day, seven days a week, to customers within the geographic
boundaries of the State of South Carolina. APPLICANT will bill customers.  Applicant is
committed to providing access to a local operator, directory assistance, 911 services, and dual

relay services. Applicant is also willing to accept its obligations to collect 911 and dual relay
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service surcharges from its local exchange customers, and to remit those funds to the appropriate

authorities.

As the foregoing illustrates, Covista possesses considerable telecommunications
expertise. Covista is technically qualified to provide local exchange telecommunications
services in South Carolina.

IV. Approval of Covista's Application is in the Public Interest

Granting Covista's Application is consistent with S.C. Code Ann. § 58-9-280(B), as
amended by 1996 Act No. 354, and, in that regard Applicant makes the following
representations to the Commission:

a. Applicant possesses the technical, financial, and managerial resources sufficient
to provide the services requested;

b. Applicant's services will meet the service standards required by the
Commission;
C. The provision of local services by Applicant will not adversely impact the

availability of affordable local service;

d. Applicant, to the extent it is required to do so by the Commission, will
participate in the support of universally available telephone service at affordable
rates; and,

e. The provision of local services by Applicant will not adversely impact the public
interest.

The demands of a competitive market are a better means to achieve affordability and
quality of service than a monopoly environment. As competitors vie for market share, they
will compete based upon price, innovation and customer service.

Those providers trust that offer consumers the most cost effective products will gain
market share. In contrast, providers whose products do not meet the needs of consumers will

lose market share and, ultimately, be eliminated from the industry.
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Additionally, Covista's entry into the local exchange markets will not unreasonably
prejudice or disadvantage any telephone service providers. Incumbent local exchange carriers
presently serve a large majority of the local exchange customers in South Carolina. The major
advantages of incumbency (i.e., ownership of the existing local network as well as access to,
and long-standing relationships with, every local customer) constitute a substantial obstacle to
new entrants. Moreover, exchange services competition will stimulate the demand for the
services supplied by all local service carriers, including those of the incuambent LECs. Thus,
in a competitive market, there will be increased potential for such LECs to generate higher
revenues. Additionally, in a competitive market, incumbent providers will have market
incentives to improve the efficiency of their operations, thereby reducing their costs and
ultimately their profit margins. Finally, it is important to recognize that in a competitive
market, incumbent LECs will derive revenues from both resellers of their local exchange
services as well as facilities based competitive local exchange providers.

Currently, South Carolina consumers have a limited choice with regard to the provision
of local exchange telecommunications service. A competitive local service market comprised
of incumbents and competitive providers such as Covista will offer consumers a competitive
option and, therefore, will better satisfy the needs of various market segments. In this regard,

approval of this Application is clearly in the public interest.
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V. Description of Services Offered and Service Territory

For informational purposes, Covista has filed with this Application an illustrative price
list based on Covista's current expectations regarding local services. (Exhibit "E"). Covista

expects to offer a full array of services to both business and residential customers, including

the following:
A. Local Exchange Services for business and residence telecommuter customers that
will enable customers to originate and terminate local calls in the local calling area
served by other LECs.

Switched local exchange services, including basic service, trunks, carrier access, and
any other switched local services that currently exist or will exist in the future.
Non-switched local services (e.g., private line) that currently exist or will exist in the
future.

Centrex and/or Centrex-like services that currently exist or will exist in the future.
Digital subscriber line, ISDN, and other high capacity services.

mo 0o v

Prior to providing local exchange services to the public in South Carolina, Covista will
file a complete Final Tariff and/or Price List with the Commission. Furthermore, Applicant
submits contemporaneously with this application its proposed tariff for local exchange service
(Exhibit E), which contains a description of services to be provided, all rules and regulations

applicable to such services, and proposed rates for such services.
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V1. Waivers and Regulatory Compliance

Covista requests that the Commission grant it a waiver of those regulatory requirements
inapplicable to competitive local service resellers such as Covista. Such rules are not
appropriate or necessary for competitive providers and constitute an economic barrier to entry
into the local exchange market.

1. Financial Record-Keeping System

a. Covista respectfully requests that it be exempt from any record-keeping
rules or regulations that might require a carrier to maintain its financial records in conformance
with the Uniform System of Accounts ("USOA"). The USOA was developed by the FCC as a
means of regulating telecommunications companies subject to rate base regulation.

b. As a competitive carrier, Covista maintains its book of accounts in
accordance with Generally Accepted Accounting Principles ("GAAP"). Neither the FCC, nor
the Commission, has required Covista to maintain its records under the USOA for purposes of
Covista's intrastate operations. Thus, Covista does not possess the detailed cost data required
by USOA, nor does it maintain detailed records on a state-specific basis. As a competitive
provider, Covista's network operations are integrated to achieve maximum efficiency. Having
to maintain records pertaining specifically to its South Carolina local service operations would
place an extreme burden on Covista.

c. Moreover, Covista asserts that because it utilizes GAAP, the
Commission will have a reliable means by which to evaluate Covista's operations. Therefore,
Covista hereby respectfully requests to be exempt from the any USOA requirements of the

Commission.

10
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d. In addition, the Company hereby respectfully requests a waiver of 26
S.C. Code & Ann. Regs. 103-610, which requires books and records to be kept in the State of
South Carolina, but rather, the Company desires to keep its books and records at its principal
place of business.
2. Local Exchange Directories
Applicant respectfully requests a waiver of the requirement in Rule 103-631 to
publish and distribute local exchange directories. Covista will make arrangements with the
incumbent LECs whereby the names of Covista's customers will be included in the directories
published by the incumbent LECs. LEC directories will also be modified to include Covista's
customer service number. These directories will be distributed to Covista's customers. This
approach is entirely reasonable and will have a direct benefit to the customers of both Covista
and the incumbent LEC since they need only refer to one directory for a universal listing of
customer information. It would be an unnecessary burden on Covista to require that it publish
and distribute its own directory to all customers located within each exchange area, particularly
since nearly all of these customers will be customers of the incumbent LECs. It is more
efficient for Covista to simply include its limited customer list in the existing directories of the
incumbent LECs.
3. Flexible Regulation of Local Services Applicant respectfully
requests that its local service offerings be regulated in accordance with procedures authorized

for NewSouth Communications in Order No. 98-165 in docket No. 97-467-C.

11
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4, Marketing Practices
Pursuant to the South Carolina Public Service commission’s Order No. 95-658
(issued March 20, 1995), Applicant makes the following affirmation relating to the Applicant’s
provision of services:
As a telephone utility under the regulation of the Public Service Commission of
South Carolina, Carrier does hereby assert and affirm that as a reseller of intrastate
telecommunications service, Carrier will not indulge or participate in deceptive or misleading
telecommunications marketing practices to the detriment of consumers in South Carolina, and
will comply with those marketing procedures, if any, set forth by the Public Service
Commission. Additionally, Carrier will be responsible for the marketing practices of its
contracted telemarketers for compliance with this provision. Carrier understands that violation
of this provision could result in a rule to show cause as to the withdrawal of its certification to
complete intrastate telecommunications traffic within the state of South Carolina.
5. Maps
Applicant’s local exchange calling areas will initially mirror the service areas of
the incumbent local exchange carriers, therefore, Applicant hereby respectfully requests a

waiver of the map-filing requirement pursuant to Commission Rule 103-612.2.3.

12
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VII. Conclusion

This Application demonstrates that Covista, Inc., possesses the technical, financial and
managerial resources to provide resold and facilities-based/UNE-P local exchange service in
the State of South Carolina. Furthermore, granting this Application will promote the public
interest by increasing the level of competition in the South Carolina telecommunications
market. Ultimately, competition will compel all exchange telecommunications service
providers to operate more efficiently and pass the resultant cost savings on to consumers. In
addition, as a result of competition, the overall quality of local exchange service will improve.
As stated above, Applicant does not intend to provide local service, by its own facilities or
otherwise, to any customer located in a rural incumbent LEC's service area, until Applicant

provides such LECs notice of intent at least 30 days prior to the date of the intended service.

Wherefore, Covista, Inc., respectfully petitions this Commission for authority to operate
as a reseller and facilities-based/UNE-P local exchange telecommunications services in the State
of South Carolina and for local service offerings to be regulated in accordance with procedures
authorized for NewSouth Communications in Order No. 98-165 in docket No. 97-467-C, , in
accordance with this Application and for such other relief as it deems necessary and

appropriate.

13
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Respectfully submitted,

Covista, Inc.

Lance J.M. 81 s

1720 Windward Concourse, Suite 250
Alpharetta, Georgia 30005
(770)232-9200

Scott Elliott

721 Olive Street
Columbia, SC 29205
(803) 771-0555

%7 w27 2003 Attorneys for Applicant
C b

olumbia, South Carolina

14
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YERIFICATION OF APPLICANT

I, A. John Leach, President to Covista, Inc., a New Jersey Corporation, the applicant for
a Certificate of Public Convenience and Necessity from the Public Service Commission of the
State of South Carolina, verify that based on information and belief, I have knowledge of the
statements in the foregoing Application, and I declare that they are true and correct.

A. John Leach % %i

President
Covista, Inc.

Sworn to me, the undersigned

Notary Public on this
Alptday ofE@.am, 2003.

State of Tennessee
County of Hamilton

Notary Public
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ateok u the muount of capi.'en nnck with which thix .,'.

company will oomnca busineas ave a3 followss - -'f A
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JEAH STUATIS s Road . - 10 ahares
: FTIRTES ,‘},’232%,22, .new Jeraey ‘ .

‘a3 saventh Avenuc .+ X0 shaves
Newaric, New Jarsey -

FEIMA a goidamith Avenua - '10 shaves
. RAVEN g:wuk, m-.r .Teraey . .

- CERCILIA P, HEGOBMICK

BIONTH: - The per:.oa ot .xntence of this eorpom-

' H Dalivered in the

£ion is unllmited, Cte

I ) :m WITNESS wnmm?, we have horeunts, net aur hano.u .
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BE IT mmm, that on tau Bth day of

na:-en, 1060, before me,' tha. subsar!.ber, perscnauy ' -
_appeared JEAN SYUBING, CECILIA P, McCORMICK, and zz_nd.n L

RAVEN, who, I an satisfied, are the persors samed Sn and

uade ¥own o them the ebntents thereof, they did mokmowle
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CEMITYICATE OF MERGER
af
MANSOL DEVELOPMENT CORPORATION

L. n aceardance with Titls JAA of the Now Jarsey
$mt‘.utes. u.a.s. 1.43:10-4. AS amded. ‘as made and :aravided, the
eozpo:atian sibmits m falicwing Plan Of uergu. anpexed herato

1 as ,aubedul&- A%, apd mada a part hexeof, by reference as theugh

:et‘ forth at length, ’ v
" The numbher of shazes outnandi.ng and ‘entitled to

votl s.n favgy of um Plnn of Murger, are as fnllowx:
(l) Mmuul Cermicl canpany. 30 shares outstanding, all
vo:ing -t.ock. 30 shares voted nnauuoullr in faver oz l:hn zun

of Mﬂﬂo .

m) mmuol Devclopmmt co:pc:lﬁon. 200 shares mtltandinq.
vce.ing stock. 200 shares voted unanimously.in favor of the Plan | '

U! mrgax - .
" 3. Sald marger wis apgzoved by the .Bea:d of ni:octon
unlninaunly, of both corpo:ationl. , S

the ?J.ln of Mm:ga:, asinexed he:eto as Schedgle "A' at the tiﬂa
of tts’ £iling with tha Seevetary of state. '

. 5. mhip is'to certify that m fofegeing conm.tutu
the Pl.an of Merger, aa annexed, its unna:lnou- approvnl by the
n:l.:ccta.-,'l and ltoexkol.do:l of the respectiva carpcznuom. and
the date that :I.t: shall deccme etf.ective-

quideut

= %@&Qa

Dated t Jumlzy- ¢, 1970 T Co _‘

The pr.‘.m:ipn ‘office of the corporzation ]
is located. at 140 Little Stxeet, Nalleville, : R
_County of Essex, State of Wew Jersey.o /o) _ T

=
‘4. The merger shall hecone af.fecti.ve in aceondance vi.!-.h J

‘el
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mamm: oY MERGER, dated the 6th day of January,

' d 1970, Ky and Detween JANSOL DEVEIGHIENT CORPCTATION, 8 enrporatien

; o.-gani.zed under the laws of the State of Raw_Zessay, hucinaztn

} calisd "DEVELOZMENT®, and MANGOL CERAMICS COMPANY, & corporatiom,
{ .- . .
h crganized undezr the laws of the State of Sew Jevsey, hersinafter

! called’ _"CERAMICS™ . )
2-: ' The suthorized capLuJ. stack o£ neveloment eonsists of

{ 1000 uhnzan, Clasa A common non-pn' value voting skosk, oﬂ! whi:'.h
-ii 200 shares are issued and oubwtanding: and 1500 shares of Class
%t B cmn non~par valua, nonevet -:.. no shages o! which l:n igsund
:‘ and au'.-.ltandinq. l . "

Tha authorized capital. stock n£ c-.—.mc- consists of

l! . 4

il 30 shazes of non-par voting stock of which 30 shhres are issued

- oo
——

i' and bu:atanding. ‘Upon the eff.ec.-tive date 0f ths merger, hazein-
{[ afaez- provi.ded o2, there -ha:u. be 1000 sha:n of non-pax voting

" corman stock to be issued and ﬂtluﬂﬂihgp

'i The Boards of Direcma of bevalopmant and cn:anics.

. é respeceive:.y, deen it doui.:abl.a and i.n the bast intezast o! the

e

}- cozpotations and theis -hoekheuul m: Develapuent ba ne:ged :
n into cu:anicc lad the eozpo:nticns ze-pecuvely des:!.za thle imey
§ 80° ‘marge tinder and pursuant to.the laws of the Stlte of New Jexsey
;5 as made and provided, . o )

Now, the:efcce. in couide:ation af the premises and of
the mt-.ual. covenants lnd Agramnts haxein ‘set forth and £o= the

-

purposs of premihmq the terus mz mdit.im o£ :uch mg-r. .

]
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i the part{.u beuto covenant and agree an :Eouaun , v ;
h]
1. As soon 3s all the follauinq avents shall have e
'f happened, viz., S ' PR RSO
: . : LSRR (1
; ' .- Tty ..::‘:tu‘
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STATS OF NEW JERSEY:
S .
UHE IT PEMDMEENED that on this

L]
v

LR |

. . el :;.,_.-.. R Jm;:mr.u_m :?;,‘E' Ay
v hatagmpt .C‘""""."_"{'-‘“,{"f-..— bR " DN e 5.. K3 "’f“h e
: : o Y. A AT B

l. \#:-

L2730y of Jamuary

in the year One Thousind Nine Hundred and Seventy, before me,

the subseriber, a Kot

blic of New'Jera.ey personally

4 tdon;

" eovporate seal of said corporation; and the seal affixed 4o said

“and deed of said corporation, in presence of deponenp; who -

Aworn and subséribed befora

appeared, . 7. o
whis, beiag By sworn on hia oash, doth deposa and maks

]
proof to my sasisfaction, that ? is the Segretary wansol .

Developuent Corberation, that
nm_dagu the within Imﬁmnt a the sidont of sald co

that tha execution, aa well as the
has been’duly authorized by a proper resolution of the Board of
Directors of sald corporation; that. deponent iwell knows the

OT'~

Instrument 1s stsh corporate sedal and was thersto affixed and |
satd Inatpument signed and delivered by said Fresident, ax and
for his voluntary act and deed and as and for tha voluntary act

‘thereupon subseribed his name thereto as witness,

%.

gy | wammdimy o . -

making of this Instrment
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JOINT RESOLUTION Of BOARD OF DIRECTORS
. and S7OCREOLDERS
B - . or
: . MANSOL CERAMICS COMPANY : ‘

At a special joint neeti.ng of the poard of Directors ‘

1 of Mansol cermi.c- Conpany, ‘and upen muion nade and duly :a::i.ed.,

§5 it wa.l um:xinouny resolved that the £onowiaq resolutisn be

e s em—-p—

' appravcdz :

1 oo .

. *BE IT RESOLVED, that the corporation he ajnd hexehy

" is authorirzed to act upett &,.Plan of Msrger hutween Mansel
4, Ceramics Company and Mansol Development Corperation,

i and the apendment of tha Certificate of Incozporation,

! in accordance with the provisions’ of the Plan of ue:ger,
’ dnd be it furthes .

i RESDLVED, that the President of the :orpo:ae.lon ba

£ suthorized to exeeute the Ayreement of Metger, dated

¥ the 6th day of Januaxy, 1870, and to executs such other
: and fupther dwumenta and Certificates as may be. te-

i quired®,
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JOIN? RESOLOUTION OF BOARD OF DIRESTORS -
apd Stockholders .
. : of
MANSOL DEVRLOPMERT CORPORATION

At a special joint meeting of the Bokrd of Dizectors

*HE IT RESOLVED, that the eorporation bhe and hereby {s
authorized £o ast upon A Plan of Merger batween Mansol
‘pavelopnent Corporation and Mansol Ceramics Cempany,

apd the amendment of the Certificate of Incorporation,

in nccordance with the provisions of the Plan of Merger, -
and be it fugtther . - ‘

RESOLVED, that the ¥resident of the corporation be

. authorized. ta execnute the Agrasment of Mergex, dated
the Sth day of January, 1970, and o execute such gthex
and further documents and Certificates as may be re-
q“ked" : M .

| of Kansol Development. Corporation, and upoh motion made and duly

1 caxried, it was upanimously resolved that the following resalution

. s
. ‘ ) Z Secretacy

Pm e e

t—an . mssem
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'LONNA R. BOOKS
ANEHDED cmmm'm oF THOORPORATION ‘oo of Steta

- The undaraiqned hereby cerhiﬂaa ‘that the following is an
amendment to the certificate of incorporation of Manhwol Ceramics -
Company (saite baing eriginally £iled March 9, 1960), duly authorised
. by a vote of the sghareholders all in accordance with N.J.S.A.
14A:9-2(4). In scoordance with the requirements of N, J.8. A,
14A:9+4 (a) » tha followiry intomation is sat forth:

' . PIRS®: fhe name of the cofperation is Mansol Caramics
CO'MPW. .
' The Certificata bf Incorporation #iled March S,
1968 is hereby amsndad to change the name of tha corporation: to

TOTAYEL TNG.

. THIRDS, " On l’ehrunry 4, -19%4, Total~Tel ' TSA
Communications, Inc., the sole ehareholdar in the corporation, by
wnapimous consent of its Board of Directors, consentad to the above .
anendnent:. , _

: POURTH: The effective date of this amsndment ahall be
the date of the f£iling hereot.

IN wxmmss WHEREOF, the undersigned haing duly authorized hy
. the Board .of DbDirectors, and with the consent of the sole
shareholder, does hexehy set his hand zmd seal this ] gay of

01 40 /§ 8Bed - 9-002-500Z - DSOS - WY Z€:0} G} 1890190 6402 - ONISSIO0H ¥O4 Q3 Ld]

FPabruary, 1994.
’m-nns'r- - c msor. cmuucs mm
rress.dent &

e ch:l.ef Euacutive otticer

gleB"’) {900@0
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C~L02A Rev 12/53 .
Neaw Jexsey nepartmnt af the
: Bivision ef Revemus
Cartificats of Amendment to the
Cartificate.of Ineerporation
{Por Use by Domestie Prolit Cozporations)

Pursuant to the provisicns of Section 14h:9-2 (4} end Sec:n.ion
14A:15~4 (3). Corporaticns, Genmeral, of tha New .:rm:asy stasutes,

the undersigned, corporation executes. the following Certificata af .

Amandmann to ivg ce:tifidate af Inca:paration.
1. Thé name- of the eaxpontim im: !’D‘I.'M'Jmn, INC. »,

2. "rhe Eollaw.i.ng amendment to the Cevkificate of Inaarpara.tion .
wag. appxoved by the direccors and theredftar duly adopted by
the shirmholders of !:hc corpnritinn on the 20 day of May,
‘zcoos . : : ]

Maol’ved t:.hat Article FIRST of :he.: Certificar:e of
Incﬁrparaﬁzm he apended te ::ea.d ag fallowa:

FIRST: The nama of the eq:'pora.tian is Covista, Ias. -

3. The munbex of shazes au:sta.ndins ak the t:l.me of the a.dept:ion

. of the amendmant was: ot mlianhla i
Tmhe total numbex of shm.'es entitled to vote tharaon wao;

- Not Applica.blo Y ,
4, The numbar of shagma wating for .and against such amendment
: 48 as fellows: - ' K
N'mhax of. Bhazeds i mm\ber of. Sha.re.s :

T Not hppli:ﬁble ) Nat agp:.i.e.abla

4

Daked this 31" day o’ Nay, 2600

T L . |
el . - GEE Sooo,

\ C;‘C \ ‘- pa—— v - . . . ate s om > ~
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STATE OF NEW JERSEY =2

. . DEPARTMENT OF TREASURY T

— .+ FILING CERTIFICATION (CERTIFIED COPY) . =o
«:f ' L | ;;—2;.
—  covsTa,NC, =
N ‘. Lthe Treasurer Of the State of New Iersey, e
M= . do hereby certify, that the above named business. —
= " did file and record in this department the below. —
== . listed docuiment(s) and that the faregozng isa —_
== _fruecopyofthe . - . =
== " Certificate Of Incorporation - =S
= Certificate Of Merger . ==
S\ . Certificate Of Amended =
p=2l|' . Certificate Of Amendment . . ==
— ' as the same is taken omandcomparedwzththe =)
- s original(s) filed in this office on the date set =
"= Jorth on each'instrument and now remaining on ﬁle ==
== ‘andafrecordmmyoﬁice. ==
" INTESTIMONY WHEREOP,Ihaw =
=) " hereunto set my hand and !
= offized my Official Seal =)

. % . at Trenton, this . ey
== zmdaygvuzy, 2000 =5
g ==

1 Roland M Machold . i

== Treasurer |

E;r\- " (—31 TR AT M AT R irké' :'j
RN EARIANER A A R ‘ 6600616@@16 .
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Office of Secretary of State Jim Miles
Certificate of Authorization

IATATATATAT]

I, Jim Miles, Secretary of State of South ‘Carolina Hereby certify that:

TOTALTEL INC.,
a corporation duly organized under the laws of the state of NEW JERSEY
and issued a certificate of authority to transact business in South Carolina on
October 27th, 1997, has on the date hereof filed all reports due this office, paid all
fees, taxes and penalties owed to the Secretary of State, that the Secretary of State
has not mailed notice to the Corporation that its authority to transact business in
South Carolina is subject to being revoked pursuant to Section 33-15-310 of the 1976
South Carolina Code, and no application for surrender of authority to do business in
South Carolina has been filed in this office as of the date hereof.

WA TATATATATATA

ST T S S IST
T A A AT AT T AT A A ST AT AT AT AT ATATATAT AT AT AT AT

G
.\-
5
]
]
3
—
—]
P
e,
Ny
p=
-
t¢.
W~

{

MR

\

NN

Given under my Hand and the Great Seal of
the State at Columbia this 28th day of
October, 1997.
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- » UNITED STATES |
: : SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K
(Mark one)’
X ANNUAL HEPORT PURSUANT TO SECT!ON 130R 15 (d) OF THE SECUHn‘lEs
EXCHANGE ACT OF 1934 - - )
- Forthe Flscml year ended Januag;31, 2002 L
OR

' TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
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Caitaln matters discussed in this Annual Repart on Form 10-K are-“Torward-looking statements® infended to
quallly for the safe harbor from liabiiity provided by the Private Securities Ltigation Reformi Act of 1995, Thess forward-
looking statements can generally be identifled as such because the context of the statement will include words such as
Covista “bellsves”, “anticipates”, “axpects”, or words of similar import. Similarly, staternents which describe Covista's

" future plans, cbjectives or goals are also forward-locking statements. Such forward-lacking statements are subjact to

certain risks and uncertainties which are described.In close proximity.to such statements and which could cause actua)

* results to differ materially from those anticipated as of the data of this: Report. Shareholders, potential investors and -

other readers are urged to consider these factors In evaluating the forward-looking statements and are cautioned not to

place undue reflance on such forward-locking statements. The forward-locking statements lricludad herein are only -

made as of the date of this Report and Covista undertakes no cbilgation to pubiicly update such forward-looking
staﬁsl_netmtoreﬂeetsgbsei;uemevemordmmams. . I

ATEM1.s - Business

teg .

General . ' : , ‘ L
Covista'was incorporated In 1959 as Faradyne Electronics Com. In November 1991, Covista changed Its
rame from Faradyne Electronics Com. fo TotalTel USA Communications, inc. In September, 2000, Covista
adopted Iis present name, Covista Communications, In . .

Covista Is a long distance télecommunications, Intamet and data services provider. ‘Covista operates two
distinct business segments: retail and wholesale. The retail segment pravides long distance, data and intemet
services o small and medium sized businesses, piincipaily In the Northeast region of the Unilted States. The
wholesale segment seils long distancs telecommunication sérvices to other carriers for resale. Covista utllizes its
own switching equipment and leassd fiber optic transmission cable. Covista's products and services Inciude a

broad range of voice, data and Internet solutions, including long distance and toll-free services; calling cards, data,"

Internet access, virtual private network, directory assistance and teleconferencing services. The wholesale division

ptovides' domestic and Interational termination services to cdrriers worldwide at competitive .rates. Covista-

currently owns and operates thrae switches, one In New York City , one in Newark, New Jersey, and one in
Philadelphia Pennsylvania and announced plans to expand to additional switch sites in Minneapolls, Dafas and
Chattanooga. In July 2001, Covista announced that it had acquired long-term access to nationwida network
facilittes comprising 2,822,400,000 channel miles of telecommunications capacity measured by length of voice-

grade circuits.- In addition, Covista cumrently offers Intemet services using two routers that it owns and cperates .

located in New York City and Northem New Jersey. Covista processaes approximately 85 percent of alt Rs call
volume through its own facilitles. Covista also cperates a network operations canter In Northem New Jersey to

-. monitor and controt its New Jersey network and to cocrdinate its various services. In October, 2001, Covista

announced the opening of a new call canter facility In Chatlanocoga, Tennessee, and that it Is planning to relocate
its corporate headquartars to Chattancoga from Litile Falls, New Jersey, Coviata previcusly was known as Total-
Tel USA Communications, Inc. - s i '

* In the ratail market, Covista has segmented potsntial customers and taflored fts service cfferings, sales,
marketing approach and natwork development to provide servica I a cost-effective manner. Covista helfeves-its
customer service to be one of its.principal compelitive advantages. Covista applles a dedicated team gpproach to
soliciting and servicing its cllents, with substantial involvement of sales, customer ‘service and technical personriel
in all aspacts of customer relations. Covista intends to continue to focus s efforts on small 1o medium-sized
businesses with..sales of $1 million to $60 milllon and monthly commiunications: bills that 'ranga from $50Q 1o

$30,000. Covista’s focus on customer service has. also snabled It to atiract larger customers. During the fourth |

" quarter 2002, Covista continued expanding servicss Into the residential retail market with a new product offering.

. For Fiscal 2002, Covista hiad gross revenués of approximately $95 milllon, derived approximately 56%
from wholesale and 50% from retail services. For Fiscal 2001, Covista's gross revenues were approxmately $134
million. Covista’s retail sales activities have been concantratedln Northern New Jersey and New York Clty, where,
Covista hellaves, approximatsly haif of ail United States multinational corporations have headquarters. Basaed on
industry sources, this area is bellaved o represent 40% of the total Unitad States telecommunications market. For
the neartorm, at least, Covista intends to' continue its efforts on further penetrating commaercial users of s services
In the Northeast, from the Washington, D.C. market through Beston, Massachusetts, and to augment tlie servicas
offered to its customers. . .

Caovista's principal executive offices are located at 4863 Highway 55 North, Chattanooga, TN,. 37418, and

. Ratelephone number Is (423) 848-9700. . . . - -
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INDUSTRY QVERVIEW, , s
Historyand Industry Development ~ - -~ )

Prior i 1984, ATAT dominatad both the local exchange and long distance marketplaces by owning the -
.operating eritities that provided both local excliange and long distance services to most of the United States
population. Although lang distance competition bagan to emerte in tha late 1970s, the critical event tiggering the
growth of long distance competition was the breakup of ATAT and the separation of its local and long distance -
- businesses as mandated by the Modifled Final Judgment (thte “MFJ") relating to the breakup of ATAT. To foster

competition In the long distance markét, the MFJ prohibitad AT&T's divested local exchange businesses, the
Reglonal Bell Operating Companfes ("REOCa"), from acting as single-source providers of telecommunications
services. : T

Although the MFJ establlshed the preconditions for competitien In the markst for long distanca services in
1984, the market for local exchange setvices has, untll recently, virtually been closed to competition and has

largely- been ‘dominated by regulated monopoiles. Efforts to open- the local exchange market begsn i the lato-
 1980s on a-state-hy-state basis. . .

The Telecommunications Act of 1896, (the “1996 Act?), Is considlered to be the most comprehensive
" reform of thenation’s telecommunications laws, affect the development of competition for local telecommunications

services. The 1986 Act provides for the removal of legal bariers to entry Into the local telecommunications

services markst, the Interconnection of the Incumbent Local Exchange.Carrier (the “ILECY) network with:

competitors’ networks and the relaxation of the regulation of certain telecommunications ervicas provided by Local

“Exchange Carers ("LECs") and others. Procedures and requirements were estahilshed o be followed by the

RBOCs, Including the requirement that REOCs offer local servicas for resale as a precondition to their.entering ithe
long distance and telecommunications equipment manufacturing markets, " L .

The continuing deregulation of the telecommunications industry and téchnoiogml change has resuited In
an Increasingly Information-intensive business environment. Regulatory, technological, marketing and competitive
trends have substantially expanded Covista's opportunities In the converging voice and data communications

services markets. For example, technological advances, Including rapid growth of the Intemnet, the Increased use -

of packet switching technology for voice communications, and the growth of muitimedia applications, are expected
to result in.substantial growth In the high-speed data services market. .

This new market opportunity should permit Competitive Local Exchange Carriers (*CLECS") with operating
and marketing expertise to offer a full range of telecommunications services, including local and long distance
calling, toll-free calling, custom calng features, data services, and Intemet access and services.

* Telecommunications companies with an established base of long distance customers may have an opportunity to

A

sall additional services to such customers.

Covista has observed that RBOCs and the Tler | carriers (carriers with annual revenues In excess of $5
billlon), primarily concentrate their sales and markating sfforts cn residential and large business customers. Thus,
Covista belleves thers Is a significant market opportunity with respect to small and medium-sized businesses to
which customer service may be a significant part of thelr buying decision. Covista has aiso entered the residential
long distanca business which Covista had not previcusly concsntrated Its marketing efforts.

4
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Network

Covista’s strategy has' been o develop a geographic concentration of revenue-producing customiers
through the sale of telecommunications services in areas where it has Installed switching platforms.

CumentNetwork - o ,
Switches, Currently, Covista oparates an advanced tslecommunications network that imcludes threo

. Alcatsl switches, located In New York Clty, Newark, New Jerzay and Philadsiphia, Pennsyivania. Thé Philadsiphia

.switch was acqulred-from a merger with Capsule Communications (ses Subsequent Events). Covista has instafled

Alcatel DEX 600 switches In Newark -and- Philadelphia and.a Megahub DEXSCOE swilch In New York, which

‘provides :Interexchange switching capabilities and Is currently being usad as Covista's intemational gateway

switching platform. Covista Is installing three Alcatel DEX 600 switches, one in Minneapols, one in Dallas and one
in Chattancoga which are scheduled to be operational In FY 2003, - .

In July"2001, Covista announced that it had acquired long-term access to naﬂcnw(de network facilities
comprising 2,822,400,000 channel miles of telecommunications capacity measured by length of voice-grade

circuits. -

14

During Fiscal 2002, Covista billed- approximately 1.08 billlon minutes, with approximately 85% of ts
minutes over-its own switches. Covista belleves that increasing the traffic carled on s own network would Improve
operating marging. ) .3 ) L : .

Intomational. Covista Is Interconnected with a .number -of United States and forbign wholesale
Intemational carriers through its New York switch. Tha purposs of connecting to a varlely of canders Is te provide
state-of-the-art, lowest-cost routing and hetwork rellability. These Intarconnected Intemational canrers are also a
source of wholesale intemational-traffic and revenue, . . .

Intsmet. Currently, Covista owns and operates an IP (Intemet Protocsl) Network that includes two Cleco
7500 routers, located In‘New York Clty. Covista also owns and operates-an Ascend TNT remote access server
(RAS) located In New York. The RAS provides dlal-up Intemet access services, Through assoclations with
providers- of wholesale Digital Subscriber Lines ("DSL”), Covista offers DSL Intemet service In the Philadelphia,
New York, New Jersey.and Connecticut markets, Covista also offers intemet services aver dedicated DS0, DS1
and DS3 digital transmission circuits. ~ * ' .

Other Features. Covista |s Interconnected by SS7 out-of-band digital-signaling throughout its netwark.
The SS7 signaling systsm reduces connect time delays, thereby enhancing overall network efficiencies.
Additionally, the SS7 technology s designed to permit the anticipated expansion of Covista’s Advanced Intsiligent
Network (“AIN") capabilities throughout its network. Covista’s advanced switching platform would enable it to (1)
deploy features and functions quickly throughout its entire network, (il) expand switch capacity in a cost-effective

manner, and (fil) lower maintenance costs through reducsd training and spare parts requirements,  °

Sscurlty and Reliabillty. Covista has a Network Operating Center (NOC) In Northem Neiw Jersey, which

"monitors and controls Covista’s natwork and coordinates lts various services from a centrai location, Increasing the .

0€l Jo 1 8bed - D-002-£002 - DSOS - NV Z€:04 §1-194000-610C - ONISS300dd "0 0314300V

. secunity, rellability and efficiency of Covista’s operations. Centralized electronic montoring and contral of Covista's .

network allows: Covista to avold duplication of this funcion in each switch site. The NOC also helps reducs

Covista’s percustomer monitoring and customer setvice:costs.’ In addifon, Covista’s network employs an .

“authorized access® architecture. . Unilka many. telecommunicaions companies, which allow universat accass to
thelr network, Covista utilizes an automatic number identification security scresning architecture which ensures
only the Automatic Number ldentification (ANis) of these users who have subscribed to Covista’s servicas and
have satisfled Covista’s credit and provisioning criteria have access to the network. Covista bellsves that this
architecture provides Covisia the abillly to bettar control bad dabt and fraud. In a manner which Is Invisiile and
nonintrusive to the customer. This architecture aiso allows Covista lo better.manage neiwork capacity, as

unauthorizad and unplanned users cannot access the network; Covista plana to relocate tha NOG to the Carporate

* ‘Headquarters in Chattancoga TN In Fiscal Year 2003,

RINGIPAL PRO D SER
Product and Service oihrfngs
" Covista offers retall telecommunications services primarlly to small and medium-sized businesses and

, .residsmlal long distance users. Covista’s rotail service offerings currently inglude long distance and toll-iree
. services (both with and without an AIN), muttiple access.options, calling card, data, intemet access, DSL, e-mail,

fm b et Ancdadata wihalacala anmlana Tnaliida damactie and




Current Services
Y . Retall Services. Covista provides telecommunications sarvices to aver 10,000 commercial customers,

primarily small and medium-sized businesses located In the Northeastem region of the United States, Covista seits.

retail services through Its Independent marketing representatives. Retall commercial communications sarvices

. accounted for approximately 50% of Covista's Fiacal 2002 revenues, and producad revenues of approximataly

$47,423,000 In Fiscal 2002 and $53,487,000 In Fiscal 2001, Retall revenues fell'in fiscal 2002 due to coitinued
downward pricing pressure and reductions In volume, which Covista attributes to ever increasing competition within
the Industry.” In.additlon, the attack on the World Trade Center on September 11, 2001 had a direct negative
Impact on the retail-sales of Covista due to damage to the awilch located In New York Clity.  While Covista

- belleves that It may retum to Its previous volume levels, as the worldwide demand for communications services

increases, It also belleves that the intense competition for those minutes from other telecommunications providers
will continue to forca down prices. This continued downward effect on prica may adversely affect operations.

Covista's retail services Include the following: . _
e Long Distance: Covista cffers a full-range of switched and dedicated domestic and intemational long

distanca. services, Including “1+* outhound service in all £0 states along with gicbal termination to aver
:200 countries. Long distance services Include Intra-LATA (Local Access Tenminating Area), inter-LATA,

and worldwida Intemational services, Long distance features Include both verified and non-verified

accounting codes, station-to-station calling, third-party calling, directory assistance and operator-assisted'
calling, . ‘ ) T

e Tollres Services: Covista offers a full range of switched and dedicated domestic toll-free services,

. Including tol-ree origination In all 50 states, Intematlonal toll-free origination from over 30 countries, and
" toll-free directory assistanca. AIN enhanced toll-free sarvices include the following fedtures: Command
Routing, Dialed Number’ Identification Service Area Code/Exchange Routing, Real Time Autorvatic
Number Identification Delivery, Day-of-Year Routing, Day-of-Week Routing, Time-of-Day Routing,

Psrcentage Allocation Routing, PIN protected 800 services, Integrated voica response services and store -

locator services. :

. Acce.ss Options: Covista offers its lohg distanca and tol-fred customers multiple access options,
including dedicated access at DSO, DS1, and DS3 speed(s) and switched accass,

» Calling Card and Services: Covlsta offers nationwide switched access, customized cafllng card
servicas. Customers have the option of calling cards, which are personalized, branded or generic.

o, Internet: Covista currently offers high-quality, dedicatad DSL and diakup Intemet access, e-mall, IP
addressing and Domain Name Services, . : .

o Data Services: Covista offers advanced data transmisdion services, Inciuding private line and. Frame
Helay services. Data services have multiple access options, Including dedlcated accass at DS0, DS1,
and DS3.speed(s) and switched access. <

"« ‘Customer Management Control Features: All of Covista's customers have. the dpt!on of customized
management reporting festures, including Interstate/intrastate area cods aummarles, Iintemational
destination matrix, daily usage summaries, state summaries, tme of day summaries, duration distribution
matrix, exception reporting of long duration calls, and incompleta and blocked call reparting.

Whalesala. Servicas. Covista offers the following wholesale services: domastic and Intemational ermination, switch
ports, colocation facilities and transport services to a broad spectrum of domestic and intemational carrlers. Covista
cffers Intemnational wholésale termination and transport services primarlly to domestic .and Intemational

telecommunicatiéns-carriers. Once Covista Interconnects with a canier customer, the carrler may utilize Covistacn

an as-needad basis, depending upon the pricing offered by Covista and its competitors as'well as capacity.
Covista has been tested and approved as an authorizad cartier for, and included In the routing tables of afl of its

long distance and intemational canier customers. Covista's wholesals resulls were saverely affected by the -

September 11 terrorist attack. The Company suffered the temparary loss of s New York Clty switch, which Is

situated In the Immediate vicinity of the Word Trade Canter. As a result, Covista Incurred a significant reduction In -

wholasale revenues. The Impact of the revenue loss, combined with additional expenses, was In excess of
approdmately $5,000,000. Covista has filed an insurance claim for losses and expenses assoclatad with the

_ .._avents of September 11, and recaived an Initial $1,000,000 In the FY 2002. Tha total claim ard final settlement.. .

cannct be determined at this time. Wholesale revenues wers approximately $47,889,000 and $79,743,000-during
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CUSTOMER BASE

Telecommunications Services Marlmt

. Overviaw of the United States Market. The United States market for telecommunications ssivicss can be
divided Into four basic service sectors: long distance, local exchange, Intemet access and intemational,

' Long Distanca Servicss. . A.long distance telephona call can be envisloned: as consisting of three

.segments, Starting with the originating customer, the call fravels along a local exchange network to a long distancs

canier's-point-of ‘presence ("POP"). At the FOP, the call is combined with other calls and sent along a long

-distance network to a POP on the long distance carriers network near where the call will terminate. The call is

then sent from this POP along a local-network to the terminating customer. Long distance carnriers provide only the

; connection between the two local networks; and, unleas the long distance’ cartler Is a local service provider, pay
.:+  access charges to LECs for ariginating and tarminating calls: . . :

Local Exchange Services. 'Alocal call is oﬁe that does not require the services of a long distanca carnier.
In general, the local exchange carrler connects end-user customers within a locally defined area known as a Local
Access and Transport Area or "LATA” and also provides the local access {Ingress and egress) of most long

y distancs calls.. . ..
" Intemet .Service. Intemnet services are generdlly provided In at least two distinct segments. A local -

network connection is required from the Intemet Service Provider (ISP”) customer to the ISP’s iocal faciities, For
large,. communication-intensive users and for content providérs, the connections are typically unswitched,
dedicated connections provided by LECs; Intsiligent Call Processing (ICF"), or other providers, either as

. Independent servica providers or, In some cases, by a carrler that Is both a Competitive Local Exchange Camier

(CLEC ) and an Intemst Service Provider ( ISP). For residential and small and medium-sized business users,
these connections are generally Public Switched Telephone Network ("PSTN?) connections obtained on a dial-up
access hasis as a local exchange telephone call. ' Once a local connection Is mads to the 1ISP's local facilities,
Information can be transmitted and obtained over a packet-switched IP data network, which may consist of
segments provided by many Interconnected networks operated by a number of ISPs. The callection of
interconnectad hetworks makes up the Intemet. A key featurs of Intemet ‘architecturs and packet switching Is that
a single dedicated channel between communication paints Is never established which distinguishes Intemet-based
servicas from the PSTN. .

Internaticnal Servics. A typical intemational long alatancg call originates on a local exchange network or
privata line and Is carried to the intemational gateway switch of a long distancs carrier. Tha call Is then transported

" along a fiber optic cable or a satellita connection to an intemational gateway switch In the terminating country and,

finally, to ancther. local exchange network or private line where the call’ls terminated. Generally, only a small
number of carriers are licensed by a foreign country for intemational long distance and, in many countries, only the
Postal Telephone & Telegraph administration (“PTT™) is licensed or authorized to provide international long

distanca service. Any carrier which desires to transport switched cails to or from a parficular country, in addition o

cbtaining & license or other permission (if required), must enter Into operating agresments or ather arrangements
with the PTT or ancther Intemational carrler in that country or leass capacity from a carrier which already has suc_h

Markst Opporfunities .

As a result of the 1996 Act and other Federal, state, ‘and’ intemational Initiatives, ‘numerous
telecommunications markets have been opened to competition. In addition, the Increasing globalization of the
world economy, along with: Increased rellance upon data transmission and Intemet access, has expanded
traditional telecommunications markets. Covista has targeted its servicas principaily to small and medium-sized
businesses based upon its bellef that such customers are not aggressively targeted-by Tier | providers and are

‘underserved with reapect to customer service and support.” Also, Covista, through a recently introduced product .

offering, Is targsting residentlal long distance users with conipetitive rates for domestic and intematicnal long

distanca usage. o
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COMPETITION
Overview
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the market in which |t operates. Covista expects that competition will continue to intensily In the future dus to
regulatory changes, Including the continued implementation of the 1986 Act, and further Increases in the size
resources, and number of market parti In each of Its markets, Covista will faca compelttion from !arger'
better capitalized Tler | and Tler Il providers and ILECs and CLECs. While new business opportunities may be
made available to Covista through the 1986 Act and cther federal and state regulatory Initiatives, reguiators aro

- nlikely-to provide ILECs with an lnc;eased degres of flexibility with ragard to pricing of their sarvices as campetition -

Increases. : .

Competitian for Covista’s procucts and servicss Is based upon price, quailty, the ability to bundle services,

" name recognition, network reliability, sefvice features, billng services, perceived quallty and responsiveness to

customers' needs. While Covista belleves that It currently has certain advantages relating to price, quallty,

" customer servica and responsiveness o cusiomer needs; there Is no assurance that Covista will be able tc;

": Malntain these advantages or obtain additional advantages. A continuing trend toward business comblhations and

" alliances In the talecommunications industry may create significant new competitors to Caovista. Many of Covista’s

++ gxisting-and:potential competitors have financial, tachnical, and other resources significantly greater than those of -

.’‘Covista. In addition, In December, 1997, the FCC lssued rules to implement the provisions of the World Trade

Organization Agresment on Baslc Telecommunications, which was drafted to liberalize restrictions on foreign

ownership of-domestic telscommunications companies and to- allow forelgn telecommunicaticns companies to -

. enter domestic markets. The new FCC rules went Into effect in February, 1998 and ‘are expacted to ‘make it

substantially easier for many non-United States telecommunications companies to enter the United: States market,

thus further increasing the number of competitors. The new rules will also give non-United States individyals and -

‘corporations greater abillty to Invest in United States telecommunications companies, thus Increasing the financ
and technical resources potentially available to existing and potentlal competitors as well as Covista. .

'Long Distance Markst

)

The long distance telecommunications Industry Is highly competitive and affected by the Introduction of

‘new services by, and the market activities of, major Industry participants. - Covista competes ‘against various.

national and- regional long distance carriers, Including both faciliies-based: providers and switchiess resellers
offering essentially the same services as Covista. In addltion, significant competition Is expected to be provided by
ILECs including RBOCe. Rucently, Verizon, the RBOC for Covista’s reglon, has been authorized to provide long
distance services In certain states. Covista’s success will depend upon its ability te provide high-quality services at
prices competitive with, or lower than, those charged by Its comnpetitors. In addition, a high level of customer
attritlon or "chum” has characterized the long distance industry. Such attrition Is attributable to a varlety of factors,
including Initiatives of competitars as they engage in advertising campaigns, marksting programs, and provide cash
payments or other Incentives. End users are often not ohilgated to purchase any minimum usags amount and can

discontinue servica without penalty at any ime. Covista's revénue has been, and Is expected to continue 1o be, -

affected by chum, .
Tier | providers and cther carriers have Implementad new price plans aimed at residential customers with

'slgnii'!eam!y simplified rate structurés, which may have the impact of lowsring overall long dlstance pricss, There

gl

can also be no assurance that long distance cariers will not make similar offerings available to the smail to

" medium-sized businesses, which Covista primarily serves. While Covista belleves that smail and madium-sized

business customers are not aggressively targetsd by large long distance providers, such as the Tier | providers,
there can be no assurance that Covista's customers and potential customers will not be targeted by these or other
providars in the future. Additional pricing pressurs may come from IP_transport, which is a developing use of
packel-switched technology which can transmit voice communications, at a cost which may be: below that of
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traditional circuit-switched long distance servica. While IP transport Is not yet available In all areas, Its use requires .
- the diallng of additional digits.- While the service has generally produced sound quality Inferior to tradiional fong

distance servics, it.could eventually be perceived as a substitute for traditfonal long distancae servica. This, in tum,
could put further pricing pressure on long distance rates. Any reduction in long distance prices may have
material gdverss effect on Covista’s business, financial condition and results of operations. }

Some of Covista’s principal competitors are also major suppllers of services to Covista. Covista both links

 Its switching equipment with transmission faciilties and services purchased or leased from thess suppliers, and aiso

resells services cbtained from these suppllers. “There can be no assurance that thesa suppliers will continue to

offer services to Covista at competitive rates or on attractive terms, if at all, and any failure to do so could have a
_material adversa effecton CoMiata, . " ... . Ll il e e = e el e
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... /'licensing.requirements. Many of the regulations lssued by these regulatory bodles may be subject to judicial

3

| _ Federal Regulations - The 1996 Act . -

* Seasonal Nature of Business _ ~
c:_ompgny'a business s not se,'aso'hal.
Patents, Trademarks, Licsises, etc. .
Company does not hald any material patents, franchises of concessions. -
»Overview T | -

. Covista’s services are subject to requiation by federal, state and local govemmental agencies. The FCC
exercises jurisdiction over all faciliies and sorvices of telecommunications common carrers o the extent those

" facilitles are used to provide, originate or terminate Intarstate or intemational communications. State regulatory
agencies retain jurisdiction over canders’ facilities and servicas to the extant they are used to criginate or tarminate
Intrastate communications. Municipalities, and other local government agencies may requira carriers.to obtain
". licenses or franchises regulating use of public rights-of-way necessary to install and operate their networks. The
networks are also subject to numerous local regulations such as building codes, franchises, and rights of way

" * Teview, the resuits of which Cavista Is unable o pradict,

- . -

. Statutory Requirements. The 1998 Act requires all LECs (including ILECs and CLECs, (i) net to prohibit
or unduly restrict resale of their services; (liy'to provide local number portahlitty; (ifi) to piovide dialing parity and’
nondiscriminatory access to telephone numbers, operator services, directory assistance, and directory listings; (fv) *
to afford access to poles,.ducts, conduits, and rights-of-way; and -(v) to establiish. reciprocal compensation
arrangements for the transport and termination of local telecommunications traffic. It also requires ILECs to

" negoatiata local Interconnection agreements in good faith and te provide Intarcannection (a) for the transmission and’
routing of telephone exchange service and exchange access, (b) at any technically feasible point within.the ILEC’s
network, (c) which Is at least equal in quality to that provided by the ILEC to itself, its affillates, or any other party to
which the ILEC provides Intercorinection, and (d) at rates and terms and-conditions which are Just, reascnable and
nondiscriminatory. ILECs also are required under the 1996 Act to provide nondiscriminatory access to network”

. elements on an unbundled basis at any technically feashle point, to offer their lacal telephone services for resale at
wholesale rates, and to facilitate colocation of equipment necessary for competitors to Interconnect with or-access
Unbundled Network Elements ("UNEs"). . .

The 1998 Act aiso ellminates tha existing AT&T antirust consent decres, which barred the provision of
long distance services and manufacturing by the RBOCs. In addition, the 1996 Act requires RBOCs to comply with
certain safeguards and offer Interconnection which satisfles a prescribed 14-point competitive checklist before.
RBOCs are permitted to provide In-region inter-LATA services. These safeguards are designed to ensure that.the
RBOCs competitors have access to local sxchange and exchangs access services on nondlscriminatory terms and
that the subscribers of regulated non-competitive RBOC services do not subsidize their provision of competitive

. sarvices. ‘The safeguards aiso arg Intended to promote competition by preventing RBOCs from using thelr market
-power In local exchange services in order to cbtain an anti-compstitive advantaga In the provisicn 6f other services.
RBOCa havs the ability to provide out-cf-region long-distanca services and, if they obtaln authorizatlon and under
prescribed circumstances, may* provide additional in-regicn long-distanice services, 'In December 1999, the FCC
. grantad Bell Atlantic's (now Verizon) appfication to offer In-regicn long distance services In New York, marking the °
“first time sinca the breakup of ATAT that an'RBOC has been able to provide its customers with both local and long
dlstaﬂ“ SBW. . o . - . ' ' *

The 1996 Act also granted Important regulatory rellef to Industry segments which competa with CLEC.
‘JLECs were given-substantial new pricing flexibility. RBOCS also were grantad new rights to provide certain cable -
" TV services. Inter Exchange Cariers ("XCs") wera permitted to construct their own local facilities andior resell
local services. Stata laws may no longer requira GATVs to obtain a franchise before offaring telecommunications -
services nor permit CATVs' franchise fees to be based on thelr telscommunications revenue. In addition, under the
1996 Communications Act, all utility holding companies are permitted to diversify into telecommunications services
“through separate-subsidiaries. - o ) . . . '

FCC Rules Implementing the Local Competition Provisions of the 1956 Act. In August 1996, the FCG
released a First Report and Order, & Secand Report and Order and a Memorandum Opinion and Order (combined,
ha “Interconnection Orders™) which. estabiished a framewnrk of minimum, national rules enabiing state Public.Utility..... .
Commissions ("PUCs™).and Public Service Commissions ("PSCs").-andnme ECG to begin Implementing many of — -
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meke avalilable to competitors upon request and a methodology for states to use In establishing rates for

Interconnection and tha purchase of UNEs., The FCC also adopted a methodology for States to use when applying’

the 1998 Act “avolded cost standard” for setting wholesale prices with respect to retail services. .
The U.S. Supreme Court affirmed the auﬂmmy'of the FCC to estabilsh rules goveming Interconnaction. cqvma

. belleves that additional disputas regarding interconnection lssues and other related FCC actions ara likely. ln'
. particular, the Supreme Court remanded to the FCC lasuss regarding what UNEs the FCC will require [LCs to
- make avallable to competitors. In November 1999, the FCC released a decision modifying the list of UNEs which

all ILECs must offer to other cariers.. The' Eighth Clreult decisions and thelr roversal by the Supreme Court
continue to cause uncertainty about the rules goveming the pricing, terms and conditions of interconnection
agreements. The Supreme Court's ruling and further procsedings on remand (either at the Eighth Clrcutt or the

" FCC) may affect the scope of the PUCS’.and PSCs’ authority to conduct arbitration procaedings or to implement or -

enforca Interconnection agreements. The rufing could aiso resuit in new or additional rules being promuigated by
the FCC. Given the ongoing uncertainty surrounding the effect of the Eighth Clrcuit declsions and the decision of
the Supreme Court reversing them, Covista may not tie able to obtain.or enforce interconnection terms acceptable
to'lt or that are consistent with its business plans. : .

Other Fuieral Rugulit!ons . )
ln’geneial. the Fcé has a policy of eneouraging'tha entry of new competitors In the telecommmlz;aﬂons

:Industry and- preventing anti-competitive practices. -Thersfore, the FCC has estabilshed diffarant levels of .
" regulation for dominant carriers and non-dominant carers. For purposes of domestlc common camer
telecommunications regulation, large ILECs are cumently considered dominant carders, whilé CLECs are-

considered non-dominant carrers. - ' _ _
« Tariffs. As a non-dominant caner, Covista may Install and operate facilites for the transmission of

domestic interstate communications without prior FCC authorization. Services of non-dominant _

carriers have been subject to relatively limitad regulation by the FCC, primarily consisting of the filing
of tariffs and periodic reports. However, non-dominant carrlers ltke Covista must offer interstate
-services on a nondiscriminatory basis, at just and reasonable rates, and remain subject to FCC
complaint procedures. With the exception of Informational tariffs for operator-assisted services arid
tariffs for interexchange casual calling services, the FCC has ruled that IXCs must cancel their tariffs
for domestic interstate Interexchange services. Tariffs continue to be required for intemational
Services. Pursuant to these FCC requiraments, Covista has filed and maintains tasiffs for its
Interstata services with the FCC. All of the Interstate access and retail *basis® services (as defined by
the FCC) provided by Covista are described therein. “Enhanced” services (as defined by the FCC)
_ need net be tariffed. Covista belleves that Is proposed enhanced voice and Intemnet services are
. "enharniced” services which need not be tariffed. However, the FCC Is reexamining the “enhanced”
definition as it relates to IP transport and Covista cannot predict whether the FCC will change the
classification of such services. . . .

¢ . Intarnational Services. Non-domimant carers such as Covista are required to obtain FCC

authorization pursuant to Section 214 of the Communications Act and flle tariffs before providing

international communication services. Covista has obtained authority from the FCC to engagbs in

" business as a resale and faciMes-based International. camier to provide voice and data
communications servicas batween Unitad States and ail foreign points. .

«  ILEC Price Cap Regtilation Reform. In 1981, the FCG replaced tradilional rate of retum regulation

for large ILECs with price cap regulation. Under price -caps, ILECa can raise prices for cartain
sarvices by only a small percantage each year. In addition, there are constraints on the pricing of
' |LEC services which are competitive with those of CLECs." In September 1995, the FCC proposed a
three-stage plan which would substaritially reduce ILEC pri¢a cap regulation as local markets.become
" Increasingly competitive and, ultimataly, would result in granting ILECs nondominant status. Adoption
of the FCC's proposal ta reducs significantly its regulation of ILEC pfiting would significantly enhance

_ the abilfty of ILECs to compets against Cavista and could have a material adversa sffect on Covisia.

The FCC released an order In December 1996 that adoptad certain of these proposals, including the
elimination of the lower service band index limits on price reductions. within the access service
catagory. The FCC's Decembor 1956 order also eased the requiraments necessary for the

Introduction of new services by ILECs. In May 1957, the FCC took further action updating and -

reforming its price cap plan for the ILECs. Among cther things, the changes require price cap ILECS
to reduce their price cap indices by 8.5 percent annually, less an adjustment for Inflation. The FCG
also silminated rules that require ILECs saming more than certain specified rates of retum to “sharg”
portions of the excess with their access customers during the next year in the form of lower access

" "LECa as enmnetition develoos.. These reforms should facilitate the.removal of servicss from price
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deaveraging of rates for services In the trunking basket, and ramoval, upen Implementation of tol .

dialing parity, of certain interstate interexchange sefvices from price cap regulation. These actions
could have a significant impact on the interstate access prices charged by the ILECa with which
Covista expects to compete. - - . .

Access Charges. Over the past several years, the FCC has grantod ILECs significant flexibility In
their pricing of interstate spacial and switched access services. Under this pricing scheme, ILECs
may estabilsh pricing zones based on access traffic density and charge different prices for sach zone,

- Covista anticipates that this pricing flexdbility should resu In ILECs lowering thelr prices In high trafflc
" density areas, the probable area of competltion with Covista. Covista also anticipates that the FCC

will grant ILECs Increasing pricing flexdbillty &8 the number of Intercannections and competitors
increases. In May, 1997, the FCC took action to refarm the current Interstata access charge system,
The FCGC adopted an order which makas various reforms to existing rate structures for Interstate
access designed to.move access charges, over ime, o more economically efficient rate levels and
structures. The FCC recently granted LECs additional pricing flexibility. As such, the eaniers may

_offer volume discounts which may benefht larger long distanca carrers.

.. The FCC has also implemented changes in Intorstate access rules that result in restructuring.of the
* ‘access charge system and changes In access charge rate levels, As of January 1998, access

arges Incirred by Covista are being passed on to end users; In May 1999, the U.S. Court of
Appeals (D.C. Circult) sent the access rate formula back to the FCG for further explanation regarding
how cartain factors were’ cakiulated. Thass and related actions. may change access rates, If the
formula Is upheld, and access rates are reduced,. the result will be a lower cost of providing long
distance service, especially to business customers. - The Impact of these new changes will not be
known until they are fully implemented over the next several years. In a related proceeding, the FCC
has adopted changes to the methodology by which access has been used In part to subsidize
universal telephone service and other public pollcy goals. Telecommunications providers llke Covista
pay fees calculated as a percentage of revenus ta support these goals. The full Implications of these

. changes remains uncertain and subject to change. .

PICC. As part of Access Reform mandated In the Telecommunications Act.of 1996, beginning In
1998, local phone companies were permitted to assess the Pre-subscribed Interexchange Carrier
Charge, also known as "PICC.* The *PICC! Is a monthly per line cost charged by the local telephone
company to every long distance garrier for each customer phone line that Is pre-subscribed to that
carrler. PICC charges are billed to the end users. ) '

Universal Servfce Reform. In May, 1997, the FCC released an order which reforms the current..

system of Interstate universal service suppert and Implements the universal service provisions of the
1996 Act. The FCC establlshed a set of policles and rules designed to ensure that low-income
consumers and consumers who live In rural, insular and high-cost areas recaive a defined sst of local
telecommunications services .at affordable rates. This was to be accompiished in part. through

expansion of direct consumer subsidy programs and In part by ensuring that wural, small and high-.

cost LECs continue to recsive universal service subsidy support. The FCC also creatad new
programs to subsidize connection of telacommunications netwaorks to aligibla schools, fbrares and

0€l jo €5 abed - 0-002-€00¢ - OSdOS - AV ¢€-0l G1.1990100 610¢-- ONISS3IO0Yd ¥0O4 d31d30IV

rural health care providers. These programs were to be funded by assessment of eligible revenue of

nearly-afl providers of interstate telecommunications carriers, including Covista,

Covista, lika other telacommunications caniers providing interstate telecommunications services, Is
required to contribute a portion of its end-user telecommunications revenus to fund universal servics
programs. Thesa contributions became due beginning in 1998 for all providers of interstate
telecommunications services. Such contributions were to be assessed based on intrastats, Interstate
and Intsrnational end user telecammunications révenue: Contribution factors vary quarterly and
caners, Including Covista, ara billed each month.  In addition, many. state regulatery agencles have

instiuted proceedings to revise staté universal fund contribution requirements which will vary from.

stats to state. Recently, the U.S. Court of Appeals for the Fifth Glrcult rejected the FCGC's sffort to
base contributions In part on Intrastate revenues. The FCC's universal service program may be
altgrled as a result of appeals, agency reconsideration of its actions, or future Congressional
legisiation. . . L

Pursuant to the Universal Service Order, all carrlers are required to submit a Unlversal Service Fund
warksheet. ‘Covista has filed its Universal Service Fund worksheet, The amounts remitted 1o the
Universal Service Fund are billed to Covista’s customers. Covista Is gligible to qualify as a recipient

"+ of unlversal-servica support If-i-elects to provide -facilities-based semvice to aress dssignatsd for

universal service support and If it complies with federal and state regulatory requirements to be an




In October, 1999 the FCC adopted a new high-cost universal setvica support mechanism for non-
rural caniers. The new mechanism Is based on the forward-looking costs of providing supportad
servicas as detormined by the Commissioit's cost model. The forward-looking support mechanism
provides support ta non-rural carriers In those states that have a statawida average. fon

cost per llne greater than ttie national benchmark, which Is set at 135 percant of the national average

forward-locking cast per line. The FCC's decisions regarding .universal servica could have a

significant impact on future operations of.Coviatg. .

e Colocation. In March, 1999, the FCC released fts Colacation Order which requires ILECs to perit

CLECs to colocate any equipment used for Interconnection or access to unbundled network elements .

even if that equipment Includes switching or erilianced service functions. Among othar things, the
Colocation Order also prohibits ILECs from placing any fimits on the use of switching or enhanced
features for collocated equipment, and requires ILECS to make cageiess colecation available and
permit CLECs to construct their own cross-connect faciities, :

*In March, 2000, the U.S. Court of Appels for the District of Colimbia Circult vacated Iimited portions
of the Caollocation Order, holding certaln definitions contained In FCC mulss were impermiasibly broad,
The Court remanded the Collacation Order, In part, for lurther FCC consideration of thess Issues..

s - Line.Sharlng. In November, 1999, the FCG adoptsd a new order requiring ILECS 1o provide line .

sharing, which will aliow CLECs to offer data services over the same line the consumer usas for voica
setvices, withcut the CLECs being required to offer the voica services, Stats commissions have baen
authorized to establish the prices to the CLECa for such services. The decision has been appealed.

‘§t_ate’ ﬁg\_ﬂaﬂon ) =

. Some states In which Covista operates are considering lagisiation which could impeds efforts by
new entrants In the local services market to compete effectively with ILECs. However, Covista does not have any

. intention to pursue the local services market.

Compllance with Environmental Provisions . )
Caompany belleves-that it complles In all material respects with current pertinent federal, state, and local

provisions relating to the protection of the environment and does not belleve that continued compliance would.
. require any material capital expenditure. )

Subsequent Events

A Jaint proxy statement/prospectus dated January 9, 2002 and malled to steckhciders on or about January

11, 2002 detailed a merger agreement between Covista and Capsule Communications, Inc. which had been

.approved by the Covista and Capsule boards of directors. Capsule Is a telecommunications carrier providing local
and long-distanca telephone communications services primarily to small- and medium-size business customers as

well as residential customers utilizing Its own equipment. Capsule provides inbound long-distance services and

local resale services as well as other telecommunications service's Including calling cards, cellular, paging, Intemet

servica, dedicated .access, data services, and canier termination services. Capsule uses its own switch located in
Philkdeiphia to originate, transport and terminate calls for customers generally located in the Mid-Atlantic region

" and I California. For calls ariginating of terminating outside s own netwark, Capsule resells services provided by

‘other long-distance companies. Capsuls Is’the successor comporation to-US Wats, Inc. During the acheduled
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annual meeting of .stockholdars on Fsbruary 8, 2002, the merger was approved by the requisitea vota of

stockholders of Covlgta'and Capsule, The merger was consummated on-February 8,2002.

On February 12, 2002, Covista announcsd a reduction In forcs of 26% of fis New York/New Jorsay .

workforce related to & reduction In revenue due to the decline in the wholesale markst and the World Trade Centar
. attack of September 11, 2001 and the move of cperations to Tennessee. * '

PERSONNEL -

As of the Aprll 15, 2002, Covista and s subsidiarles emplayed 243 full-time and part-tma employees In

its Iéng distance telecommunication business, of whom 20 were engaged In sales activitles, 82 in customer setvica
and support, 52 In technical and flsld services, 22 in data progessing, and 67 In geheral and administrative

activitlies. Covista also utilizes the services of approximately 950 Independent sales agents. Covista considers its
.m’aﬂa?.a “’ith'ﬂs'emﬁ{ayeesm be sa)dsfacte'y.. ce e om vwers ses s [P © enea an tm oW, m— 4 arees e .
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On November 15, 1983, andl Decembier 28, 1893, Covista entered Into leases for an aggregag; of
approximately 3,500 squaro feet of space at 744 Broad Street, Newark, New Jersey, for iis switching equipment.

The leasa ran from January 1, 1994 through December 31, 1598, with an option to renew the leass through August -

31, 2002, which has been exercisad. The annual rental of $63,200 aiso requires the tanant to pay a proportionate
share of any Increase in the "Consumer Price Index®, U. S. City Average over the basa'year, Covista does not

" have pians to renew the lease and the awitching components are to be relocated to ancther site.

" On February 22, 1994, Govista entersd into a leass, subsaquently modifled on April 15, 1994, for
approximately 17,700 square fest of spacs at 150 Clove FRoad, Little Falls, New Jersey to be used as sales,
exacutive and administrative offices. The lease provided for a rent hollday until July, 1985, aftsr.which the annual

rental would be approximatsly $360,000. The leass is for fve years and tsn months and has besn amended by a -

second lsase moadification” agreement datad February 9, 1996 whereby Covista leased approximately. 8,700
additional square feet of space at the samse location at an additional annual rental of $121,707 for the first four
years-and $138,154 for the next year and two months. The modified agreement also extended the term of the
-exiating lease for an additional two years to August 14, 2002 at a then annual rental of $683,000. The lease

. requires the payment of the tenant's proporticnate share of operating expenses and real estata tax increases over

* the base year. Thera are two five year renewal options. There are’no-plans to exarciss renewal options.

Cn January' é’o, 1997, Covista entered Into a,third modification of #s lease for approximataly 16,840

. squara fest of additional office space at its e:dstlng'faé‘xllty at 150 Clove Road,.Little Falls, New Jerssy. The

annual rental on the addiional space was $357,760 per annum from July 1, 1997 through February 14, 1998, Is

$366,800 per annum from February 15, 1998 through August 14, 2000, and will be $384,820 per annum from
August 15, 2000 through August 14, 2002. In addition, Covista Is obligated for its proportionate share of increases
in real estata taxes and operating expenses over the base year. There are two five year renewal cptions, requiring
nine months’ prior notice. There are no plans to exercise the renewal cptions. Covista plans to move the existing
office staff to a swnaller location Ini the general area of Little Fails, NJ and certain operational units of Covista to
Chatitancoga, Tennessee. : . : .

On November 1, 1996, Covista entered into a lease for approximately 8,300 square feet of space at 40
Rector Street, New York City, New York, for use as a second switching facility. The term of the lease Is for filteen
years and ten months from the date of commencament, which was March 1, 197, Rental payments are $163,918
per annum for the first five years after commencement, $168,480 per annum for the next five yeara, and $183,128
per annum for the remalning five years and ten months. The lease requires the payment of the tenant's
proportional share of increased operating expenses and real estate taxes over the base year.

On Navember 8, 1996, a subsidiary of Covista entared into a leasa for approximately '2.300 squarae feet of

"offica space in New York City, New York at an annual rental of approximatély $77,781. The lease commenced

February 1, 1997 and is for sixty three (63) months. The lease requires the payment of the tenant’s proportionate

- share of Increased operating expenses and real estats taxes over the base year. :

On Febtuary 6, 1898, Covista entered Into a Jease for approximately 5,000 square feet of space at 28 W.
Flagler Street, Miami, Florida. The term of the lease Is 15 years, commencing February 1, 1998. The annual rental
Is approximately $116,160, with an annual adjustment based cn the Revised Urban Wage Eamers and Clerital
Warkers Index, capped at a maximum of 3%.increasa over the prior year's rental payment. In addition, Covista is
liable for Its proportionate, shara of increases In real estato taxes and operating expensas over the base year.

. Covista sublet this spaca on January 1, 2000 for the balance of Its term, to another tenant at an annual rate of

approximately $1168,160, subject to adjustments. The tenant has defaultad on the sublease and Covista is
currently cansidering utilizing the space. S .

On Saptember 1, 1998, Covista entared Into a five yedr lease, commancing September 1, 1998 for 3,008
square faat of space at 500 Cypress Creek Road, Fort Lauderdale, Florda. Rental payments were $48,128 per

" annum from September 1, 1998 to August 31, 1999, $50,554 from September 1, 1998 to August 31,2000, $53,061

from September 1, 2000 to August 31, 2001, $55,708 from September 1, 2001 fo August 31, 2002 and $68,506
from September 1, 2002 to August 31, 2003. The leass requires the payment of the tenant's proportionate shara of
incréased operating expenses and real estate taxes over the base year. In January, 2000 Covista entered Info a
modification of the leasa whereby the space was reduced to 1,260 square feet. Rental payments have been modified to
be $30,300 from February 15, 2000 to February 14, 2001, $33,033 from February 15, 2001 to February 14, 2002,
$34,587 from February 15, 2002 to February 14, 2003 and $32,538 from Febniary 15, 2008 to February 14, 2004.
Covista has sublet this space to ancther tenant. : ’ )
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October 1, 1989 to August 31, 2000, and are $64,818 from September 1, 2000 to August 31, 2001 and $67 422
from September 1, 2001 to August 31, 2002, The lease requires the payment of the tenant’s propericnate share of
Increased operating expenses and real astato taxes over the base year. Covista has sublet this spacs to-another
tonant. o

* On November 17, 1899, Covista entered nto a three year lease, commencing November 17, 1999 for 2,188 square.

feet of space at One Landmark Squars, Stamford, Connecticut. Rental payments were $50,278 per annum from

* November 17,1989 to November 16,2000, are $51,371 from November 17,2000 to November 16; 2001, and'

$51,558 from November 17; 2000 to November 18, 2002, There Is an option to renew for three years, upon nine

. monthe’ -prior written notice. The lease requires the payment of the tanant's proportionate share of increased |
* opetating expenses and real estate taxes over the base year. c;:m has subiet this spacs 1o another tenant.

On October 11, 1999, Covista entered into a three year lease, commencing Octoé_er 11,1899 loasing 1,926 square

. faet of space at 1810 Chapel Avenue West, Cherry Hill, New Jersey. Rental payments are $38,520 per annum
" from October 11;1999 to October 31,2002, There Ia an-option to renew for threa years, upon nine months’ prior

written notice. The lease requiras the payment of the tsnant's preporiionate share of increased operating expenses

.- and real estata taxes over tha base year. . Covista has sublet this spacs to ancther tenant.

Covista has entered Into a lease agreement for approximately 28,000 square feet of offica space in

. Chattancoga, Tennessee, with Henty G. Luken Il Chairman of the Board and a principal sharehoider of Covista. The

tarm of the lease Is for five years beginning September 1, 2001. The lease provides for annual rent of $86,400 from
September 1, 2001 to Auguast 30, 2002; $115,200 from September 1, 2002 to August 30, 2003; $144,000 from

September 1, 2003 to August 30, 2004, with the last two years to be $144,000 annually adjusted for the Consuimer °

Price Index. Covista belleves that such premises are leased on terms not less favorabls than an am’s length
transaction. '

ITEM 3. Pending teqal Procéedlng;

Therse are no pending legal proceedings that coulti be expectsd to have a materal adverse effect on
Covista, . ) .

TEM4, _ Submission of Matters to 3 Vote of Secq;m Holdegg'

A Joint proxy statement/prospectus dated January 9, 2002 and mailed to stockholders on or ahout January
11, 2002 detalled a merger agreement between Covista-and Capsule Communications, Inc. which had been
approved by the Covista and Capsule boards of directors, During the scheduled annual meeting of stockholders
on February 8, 2002, the merger was approved by the requisite vote of stockholders of Covista and Capsule. The
merger was consummated on February 8,2002.  Other matters presented to stockholders ncluded election of

elght directors of Covista , adoption of the 2001 Equity Incentive Plan, and to ratify the selection of Deloitte &.
" Touche LLP as independent auditors of Covista for the fiscal year ending Janyary 31,2002,

-

’
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. Cov(ata'sCommonStockareenﬂnedtomelvesmhd!videnda,lany.asmaybededaredfromﬂmatoﬁmabyme
-ene'vota'for.each'shara held. There is no right to cumulative voting. Upon liquidation, disschution, or winding up of

. . for-1-stock spiit of all cutstanding shares as of June 30, 1998. As of the date of this report, there wera 12,636,949 ~
.+ " shares of COmmon Stock Issued and outstanding, held by 840 persons, as repmted by Covista’s transfar agent,

-Prlwnango oﬂha Commcn Stock

- System under the Symbol CVST. The following table sets forth, for the quartery fiscal periods indlcated, the high

ITEM 5. e.tforCo. s Common Stack and R : d Sacurlty Holder
Commeon Stock

Covista’s authorizad eapital stock consists solely of 50,000,000 shares of Common Sbck. Holders of -
Board of Diractors in its discretion from funds legally available-thersfor. Each holder of Common Stock Is entitied to
Covista, the holders of Common Stock are entitied to receive a pro rata share of all assets available fnrdstrlbtmmm
stockholders. The Common Stock has no pre-emptive or other subscription dghta and there are no conversion or
rpdempﬂon rights with respect to such shares.

Effective on July 15, 1988, Covista distributed 4.207 887 shares of Common Stock In connection with a 2-

Covista'a Common Stock. is traded In the o\'ler-the-counter market on the NASDAQ Naﬂonal Market

and low closing salas prices for Covista’s Commen Stock in such market, as reported by the Natlonal Association
of Securitles. Dealers, Inc. . .

February1,2001 i Aprl 30§ €183 - § 1547

. May 1 thru July 31 . 725 325
August 1ths October31 . = 1025 480
November 1 thru Januaq} 31,2002 1025 6562
FISCAL 2001 HIGH Low
February 1,2000 tru Apii 80 . 15.00 91875
May 1 thruJuly 81 - 12.375 800
August 1 thru October 31 7 es0 . 3625
November 1thru January'm. 2001 o 4:9375 . 0.§25 -

s

’Covista has not pald or daclared any cash dlvldends dnﬂng the past two fiscal years and does not-
antkipats paylng any inthe foreseeable future. .
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ITEM 6. lected Financial Da ,
. (!nmounandaemeptparahamamums)

’ Year _e_ngggdz_muam 31, ; . .
RESULTS OF OPERATIONS: ~ 2002, . __2.991 —2000 __1.9.92 1998
Netsales - +$ 96313 $.133,230 § 139780 § 137283 s 123,286
Net(Loss)eaimings * - $- {11970) § (8.629)- S ©AM) S (G419 $ 100
Weighted average
common, shares -- -

outstanding (a) ) .
‘Basic L. .. 10204 7324 . 7069 - - .8818 . 8213
Dilutad o . 10,204 7324 7069 . 8818 6,342
(Loss) earnings per common and
common equlva!ent shans . .
Basic (Loss) eamings perahare $ .(1..17) $ (1.18) .$ (139) § (050) $ - ois
Diluted (Loss) eamings pershares 17 § (118 $-(133) § (050)' $  od6’
Cash dividends per . ' _' '
common shars - Neone None -  None . None . .- None
A&dlg!onato property .. . o
& equipment $ 5465 § 8227 $ 3019 § 4727 $ 3268
Depreciation and . ’ ) - v
amortization $§ 458 $ 3578 $ 2985 § 278 $ 2028
FINANCIAL POSITION: - ‘ . _ _
Working Capital $ M32n $ 7734) $ 1222 $ 1261 '$ 7886 °
Proporty and equipment-net - $ 12490 $ -.13021 '$ 13,317$ 14473 §° : 12,406
 Total assets $ 31257 - § 39007 § 451848 45602 § 40245
Long-term debt $ 44000) $ 2 $ eo7$ 1568 § 2082
Sharehalders’ Equity $ 1569 $ BT $ 140078 18442 § 18598
outatandlng (a), - © 10849 7969 7,944 7,605 6,879

(a) Allperaharemmtahmbeenmhtadtoraﬂodhoﬂon abckspmdlsmhnpdm*t. 1998,

(b) $4,400,000 consists of a note from mmﬁmmahaummbhbpmmm-mmmmaqw )

posttion (see ITEM 13). -
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ITEM 7. Management’s Discussion nalysis of Condition and R of Operation.

The following discussion Is presented 1o assist in assessing the changes in financial condition and
performance of Covista for the flscal years ended January 31, 2000 (Fiscal 2000) and January 31, 2001 (Flacal
2001) and January 31, 2002 (Fiscal 2002). The following information shouid: be read in conjunction with the
financial statements and related notes and other detailed Information regarding Covista Included sisewhers in this
report and should not be construed to Imply management's bellef that the results, causes or trends presented will

. . necessarily continue in the future. Cerain Information contained below and elsewhers In this annual report,
including information with respect to Covista's plans and strategy for s business, are “forward-locking statements,”

* Récent Accounting Prénéuncemonh
Statement of Financial Accounting Standards (SFAS) No. 133, Accounting for Derivative Instruments and’

Hedging "Activilies, Is effective for all flscal years beginning after June 15, 2000. SFAS 133, as amended,
establishes accounting and reporting standards for derivative instruments, Including cartain derivative instruments

embedded In other contracts and for hedging activities. Under SFAS 133, certain contracts that were not formerly

cansidered derivatives may now meet the definition of a derivative. Covista adopted SFAS 133 effactive February

+1,2001. The adoption of SFAS 133 did not have a significant impact on the financial pesition, resuits of operation,

or cash flows of Covista.
InJune 2001, the Financial Adcounting Standards Board (JFASE") lssued Statement of Financlal Accounting Standards

No. 141 (*SFAS 141“), *Business Combinations." SFAS 141 requires the purchase method of accounting for business

combinations inRfated after June 30, 2001 and eliminates the pociing-of-intarests method. Covista does not belleve that

the adoption of SFAS 141 will have a significant impact on iis financial statements, bayond the cessation of goodwill
- amortization on future business combinations. As of January 31, 2002 Covista has no Goodwill recorded on its bocks.

" InJune 2001, the FASB issued Statement of Financ!al'Accouriﬂng Standards No. 142 (*SFAS 142.'). 'qudwill ard

Other Intangble Assets®, which is effective February 1, 2002. SFAS 142 requires, among cther things, the

discontinuancs of goodwill amortization. In addition, the standard includes provisions for the reclassification of certain
existing recognized Intangibles as goodwil, reassessment of the useful lives of existing recognized intanghbles, °

reclassification of certain- intangibles out of previously reported gocdwill and the identification of reparing units for.
pumposes of assessing potential future impaimments of goodwil. SFAS 142 also requires Covista to complete a

" transitional goodwill impaiment test six months from the date of adoption, Covisia Is currently assessing but has not.yet

d’etermlnet_! the impact of SFAS 142 on its financial pesition and results of operations.

In August 2001, the FASB lssted Statemeﬁt of Financial Aocoimtlng Standards No. 143 ("SFAS 143", 'Aeéommng for
-Asset Refirement Cbilgations”, which Is effective for all flscal years baginning February 1, 2003, SFAS 143 requires
recording the fair value of a fiability for an asset retirement obilgation In the period in which it Is Incurrsd, and a

corresponding. increase In the carrying valus of the related long-ived asset. Over time, the liahility Is accreted to s -

present valus each period, and the capitalized cost Is depreciated aver the useful iife of the related assst. Upon
settlement of the liability, It Is either seftled for ita recorded amount or-a gain or loss upon setttement Is recorded.
Covista [s currently assessing but has not yet determined the impact of SFAS 143 on Iis flnancial position and results of
operations. .ot © . . T

. "In October2001, the FASB lssued éldemem of Financlal Accounting Standards No. 144 ("SFAS 144"), * Accounting
* for tha Impairment or Disposal of Long Lived.Asssts”, which Is effective February 1, 2002, SFAS 144 replaces the

Statement of Financlal Accounting Standards No. 121, Accounting for the Impairment of Long Lived Assels and for

- Long-Lived Assets to bs Disposed Of'. SFAS 144 requires that léng-iived assets be measurad at the lower of the

carrying amount or falr value, less cost to sell, whether included in continuing operations ar In discontinued cperations.
Covista Is cuirently assessing but has not yet detarmined the impact of SFAS 144 on Its financial position and resulls of

opearations. .
TS OF OPERATIO
" - FISCAL 2002 AS COMPARED TO FISCAL 2001
_ Revenues

o’

Net sales of telecommunications services for the fiscal year ended January 31, 2002 were approximately

- $95,313,000, a decrease of approximately $37,917,000 or 28.5% from the approximately $133,230,000 of net
. sales In Fiscal 2001. Thecs roventes ware comprised of retall salus of appraxdmiately $47,424,060 and wholesale -

sales of approximately $47,889,000. Covista. billed_approximately 1,075,758,000 minutes In Fiscal 2002 as
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CostofSates . . .

- usage-charges and the dirsct costs of Covista’s switches and NOC. The decrease in cost of sales was primarily

Net rotdil sales for Fiscal 2002 were approximatsly $47,424,000, a decrease of approximataly
$6,063,000, or 11.3% from the -approximately $53,487,000 billed In Fiscal 2001, Retall biled minutes werg
approximately 618,546,000, an Increase of approximately 18,165,000 minutes or 3%, over the retail mimutaes of
approximately 600,381,000 billed in Fiscal 2001, The average price per minute decreased approximately 17.3% as

the Industry continued to experienca decreased price per minute of usage. Covista does not foreses that this trend .

In pricing will abatolnmenaqrmm:e. . 3
Net wholesale (canier) sales for Fiscal 2002 were approximatoly $47,889,000, a decrsase of

approximately $31,854,000 or 39.9% from the approximately $79,743,000 billed In Fiscal 2001, Billed wholesale -

minutes amountad to approximately 457,211,000, a decrease of approximately 197,844,000 minutes or 30.2% from
the billed wholesale minutes of approximatsly 665,055,000 billed In Fiacal 2001. The sales mix continued to move

. stoward-higher priced Intemational raffic from the lower priced domestic traffic. Intsmational carrier traffic decrsased:
162,049,000' minutes or approximately 29.1% to approximately 395,819,000  minutes. Domestic minutes-

decreased approximately 35,794,000 or approximately 36.8% to approximately 61,582,000 minutes. The average
wholesale price per minute fell 16% due to cantinuing competition in the industry, a trend, which Covista belleves,
will continue, . .

.. Cost of sales consists of access fees, line Installation expenses, switch experises, Network Operating
Ceriteri{("NOC" ) expenses, network depreclation, transport expenses, and local and long-distance expenses, Cast
of sales for Fiscal 2002 was approximately $76,478,000, a decrease of approximatsly $39,583,000 cr 34.1% from
the approximéately $116,059,000 of cost of sales In Fiscal 2001. Included in cost of sales are direct line costs,

due fo the decrease In lower margin wholesale volume of approximately $24,401,000; a decrease In technician
salary, wages. and fringe benefits of approximately $48,000; decreased consulling expense of appraximately
$174,000 an Improvement In rates obtained from vendors of approximately $15,298,000 ; ather. nef savings In the
NOC and switches of approximately $123,000; an increase In depreclation expensa resutting from upgrades to the
switches of approximately $130,000; an Increase In equipment renial resulting from a switch salefleaseback

agresment In the amount of approximately $329,000; and the effect of the access charge settlement recorded In -

Fiscal 2001.

Selilng, General and Administrative:.

Seliing, general and administrative (S, G & A) expenses are comprised of selling and marketing costs, and

general and administrative costs. S, G & A expenses for Fiscal 2002 Increased to approximately $30,987,000, an
Increase of approximately $4,083,000 or 15.2% from the approximate $26,908,000 in Fiscal 2001. This Increase

was primarily due to increases In salary, wages and benefits due to the new residentlal service and call center -

being established in Tennesses of approximately $412,000; a $570,000 severance accrual established for New
York/New Jersey staff reductions taking place In fiscal 2003; an increase In marketing cost related- to new
residential service of approximately $177,000; and Iincraase In general office expense of approximately $272,000;
-an Increase in" bad debt expense of $2,758,000 dus to the writs off of a portion of certain camier receivables; an

_Increase In depreciation and amortization due to amortization of customer Ists (from customer llsts acquired from
Blink Data Corporation) of approximately $731,000; and an Increase In travel and entertainment of approximately
$98,000. These Increases wera- offset by reductions In commissions due to decreased seles volume of
approximately $497,000; decroases In selling expense of appraximately $90,000; and a decreasa in professicnal
fees and consulting of $252,000. ’ . -

Stock Compensation Expens\ .

' Stock compensation expenses for Fiscal 2002 decreased to_approximately $12,000, a decrease of
approximately $255,000, or 95.5%, from the approximately $267,000 charged In Fiscal 2001. The decrease Is due
to a majority of stock grants being fully vested. . . .

.Other Income and Expense

Total other income, net for Fiscal 2002 Increased approximately $88,000. The compaonents of other
Income and expense are Intorest expenss, interest Income and cther items. Interest income decreased

approximately $8,000; Interest expense Increased approximately $137,000; and gains on sales of securitles
. - -inc.t? i [ _ap-.p.fm i:iy s:.[e 2000..'.. -.:.. .-.. P .:. - .. . .- - o )
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The net less for Fiscal 2002 of approximately $N, 970000 rapresenb an Increase In net loss of
approximately $3,340,000 over the net loss of approximately $8,629,000 taporhd In Fiscal 2001, based on the
explanaﬁons of changes above.

_ . » TSOFO N
B FISGAL 2001 AS COMPARED TO FISCAL 2000
Revenues o ' '

Net aales of telaeomunlcaﬂona sarvices and systema for tha fiscal year ended January 31, 2001 wers
approximately $133,230,000, a dacrease of approximately $86,5630, Q00 or 4.7% from- the approximately
$139,760,000 of net sales In Fiscal 2000. These revenues wers comprised of retall sales of approximately
*-$53,487,000 and wholesale sales of approximately $79,743,000. Covista billed .approximately 1,255,437,000
.minutes in- Fiscal 2001 as compared-to appro:dmately 1,242,942 000 mlnutes In Fiscal 2000 an increase of

. 12.495 000 mlnutea or 1.0%. J

Net retail sales for F!seal 2001 were appro:dmataly $53,487,000, a decreasa of approximately
- $15,536,000, or 22.5% from the approxdimately $89,023,000 billed in Fiscal 2000. Retaii bifled minutes were
approximatsly 600,381,000, a decrease of approximately 80,333,000 minutes or 11.8%, from the retail minutes of
approximately 680,714,000 billed In Fiscal 2000. The average price per minuts has decréased approximately

13.8% as the Industry continues to experlence decreased prlce per minute. of usage. Covlsta does not foresee that -

this trend in pricing will abata ln the near future.

Net wholesala (carﬂer) sdles for Fiscal 2001 were approximately 379,743.000 an increase of
approximately $9,008,000 or 12.7% over the approximately-$70,737,000 billed In Fiscal 2000. Billed wholesale
minutes amounted to approximately 655,055,000, an Increase of approximately 92,828,000 minutes or 16.5% over
the billed wholesale minutes of approximataly 562,227,000 billed in Fiscal 2000. The sales mix continued to move
toward higher priced international traffic from the lower priced domestic traffic. Intemational carrler traffic Increased
177,978,000 minutes or approximately 46.9% to approximately 557,669,000 minutes. Domestic minutes decréeased
appraximately 85,149,000 or approximately 46.6% to approximately 97,387,000 minutes. The average wholesale
price per minute fell 4.1% due to continuing competition in the lndustry a trend, which- Covista bellaves, will
continue. .

Cost of SIlQQ )

Cost of sales consists of accoss fees, Ine Installation expenses, swilch expenses, ‘NQOC e:q:enses.' .

. nehﬁork daepreciation, transport expenses, and local and long-distance expenses. Cost of sales for Fiscal 2001 was
approximately $116,059,000, an Increass of approximately $3,265,000 or 2.9% over the approximately

$112,794,000 of cost of sales In Fiscal 2000. Included in cost of sales are direct ine costs, usage charges and the .

" direct costs of Covista’s switches and NOC. The increase In cost of sales was primarily dus to the Increass In lower

- .margin wholesale volume of approximately $10,319,000; Increases In salary, wages and fringe benefils of
approximately $881,000; Increased consulting expense of approximately $178,000, and an increase In depreciation
expense resufting from upgrades to the switches of approximately $239,000, This was offset by the feduced
voluma of retail traffic amounting to approximately $5,297,000; an Impravement in cost rates cbtained from vendors
of appro:dmately $2,924,000 and cther nat savings In the NOC and aw:tchea ot appro:dmataly 31 31,000.

Mcusdmgo Souhmmi: )

lntha aaeond quarlerofthe nsealyearendeddanuary 31 2001 thstameivedamh payment of -
$1,264,483 from cartain Bell Oonpan!eahaammemdadmacﬂonsuit.mwhfchcmumapmy, filed In 1992
relating to alleged overcharges by those companies. The setflement concluded the class action with- the' Bell
Companies. Covista's portion of the setilement was not datermined until the second quarter of the fiscal year. The cash
paymemwasreeordedaaaseparatollneItemaaareducﬂonofcostsandememealnmequarhrendedddym
2000.

SQIllng. General and Admlnlsh-aﬂve.

.
P T L L L LT Tr - N st . o

.Seiling, general and admlnlstrathle (s G & A) oxpenses are comprfsed of selllng and marketing oosis, and’
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processing servicas resulting from bringing the billing system In house of approximately $166,000; & decreass In

salaries, fringe benafits and taxes of approximataly $311,000; a reduction of meals and entartainment expense of .
approximately $63,000; a reduction of legal fees of approximately $185,000; a reduction of selling expense of

approximately $191,000, and other net savings of ‘approximately $258,000. Thesa decroases were offset by
‘additions to the bad debt provision, dua to the failure of certain wholesala accounts, of approximately $1,272,000;
Increased spending for general offica of appraximately $302,000; an Increase-in recruiting and training for new
sales employeas of approximately $180,000; and an Increase in depreclation expensa on. new ISP equipment of

approximatsly $332,000. o
Restructuring Expense e -

In Fiscal 2000, approximately $319,000 of a prior accrual for restruchuring expenses was reversed. This
amount included an approximately $97,000 reduction In the severance accrual; & reduction of approximately $20,000
for fringe benefits and an approximately $202,000 reduction In the accrual on the Fort Lauderdale leass, dua to
ravisions In the lease. There were no charges to restructuring expense in Fiscal 2001; however, Covista settied, for
approximately $12,000, the balance on the lease In Fort Lauderdale, Florida, which was charged against accrued
restructuring costs. o i S . _

" Stock Compensation Expenss

Stock corhpensatlon expenses for Fiscal 2001 Increased to approximately 3267,0'00. an Increase of
. approximately $63,000, or 30.9%, from the approximatsly $204,000 charged in Fiscal 2000, The increase Is due to
having fewer cancellations of certaln restricted stock grants to employees in the current year over the prior year.

Other Compensation

. On September 21, 1989, Covista entered Into an agreement with Warren Feldman, thé then Chainnan of the
Board of Directors and a sharsholder of Covista. As part of this agreement, a lump sum payment in the then amount of
$500,000 was made to Mr. Feldman In setflement of his employment agreement. Covista paid $650,000 and Mr. Wait
Anderscn, a major shareholder, paid $250,000. Mr. Feldman’s Employment Agreement was to have been in effect until
December 31, 2001. Covista ‘expensed $900,000 In Fiscal 2000 with $250,000 being accounted for as a capital
contribution. .. . .o .o

Simultansously, Revision LLC and Mr. Walt Anderson (“Revision/Anderson”) and Covista entered Into Put
Option agreements with Warren Feldman, Sal Feldman (the Feldmans™) and Leon Genet, ("Genet) a director of
Covista. These Put Option ‘agreements allowed the Feldmana and Genet tha right to sell their shares of Covista to
Revision/Anderscn at a price of $16.00 per share and obligated HevisionlAng!etson to purchase the shares during an
exercise pericd beginning on Decamber 11, 1999 and ending on February 10,2000, RevisiorvAnderson purchased the
" shares under the put option agraements prior to the expiraticn, with the exception of 100,778 shares still held by the
Feldmans, Covista had no cbligation to purchase any shares from the Feldmans or Genet. The.closing markst price of
Covista’s shares on September 21, 1989, the data of the agreements, was $12.25, and the total number of shares
covered by tha agreements was 1,208,137. Using a binomial valuation medel with an interest rate of 5% and a volatility
rato of 0%, the fair value of the Put Option agreements was determined to be $4.03 per share or $4,870,554. Covista
accounted for this non-cash transaction as a charge to expense and a cradit to paid-in capital during Fiscal 2000. -
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Other Income and Expense -

Total 6ther Income and expense for Fiscal 2001 Increased approximately $135,000. The components of
cther Income and expenss are Interest expense, interest income and other itsms. Intsrest income Increased
approximately $52,000; interest expense decreased approximately -$42,000; - and - approximately $41,000 In

. Insurance claims were recsived. . . T :

Net L.oss

The net loss for Fiscal 2001 of approximately $8,629,000 represents a decrease In net léss of-
approximately $785,000 from the net loss of approximately $9,414,000 reported In Fiscal 2000, based on the
axplanstion of changes above. ‘ )
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a reduction In Investments of approximetely $87,000; a reduction In accoiints recelvable of approximately $9,361,000;
an increase in prepaid ‘expenses of spproximately $149,000; an increase In allowance for doubtful accounts of

approximately $912,000; and an increase In accrued [labilitles of approximatsly $1,600,000. Also affecting working

capital were an increase in notes recsivable of approxmately $500,000 from Capsule Communications Inc.; a reduction
In accounts payables of approximately $8,485,000; a decrease in accrued salaries and wages of approximately
$313,000; and a decrease In current portion of jong term debt of $234,000. Tha currant ratio of 0.5 to 1, decreased from.
the 0.8 to 1 ratio at the end of Fiscal 2001. . ‘

. On February 21, 2002, Covista anncuncad that on February 20, 2002, Its Board of Directars fiad approved the
private sale of additional Common Stock of up to $12,500,000. The Investment wil Include & cash Infusion of

.* $4,800,000;. corttribution -of $3,300,000 of fixad assets for debt or Common Stock and the conversion of all existing

. Cash Flow Statement

long-term debt for debt or Common Stack to Common Stock at tha rate of $5.00 per share, which was the closing price
for the Common Stock on the date authorized by the Board. The commitment for funding for the Investment and the

- conversion of the Indebtedness Is anticipated to come primarily from the cument Chainman of Covista’s Beard ar his

designes’s and Is subject to sharshoider's approval at the next Annual Meeting, or a special meeting of Sharsholders to
be convened for such purposa. As of May 14, 2002, $2,600,000 of cash was received from the Chalrman of Covista’s
Board In exchange for debt. -Finally, the company Is planning to obtain a line of cradit from a bank. if such line of credit

lanotobtained,mecmlrmanofth'aBoar}ihaspunmitledm!oanlng$2mllllonmm900mpanymmqghaglea‘;tme .

sacond quarter of flacal 2004. :

J

The cash flow statement of Covista for Fiscal 2002 Indicated a decroass In cash and cash equivalents of

approximately $1,313,000. Non-cash adjustments (depreciation, amortization, reserve for bad debt, non-cash
llabilities of approximately $1,690,000 added back to the net loss of approximately $11,970,000 resuited In net

- cash used by operations of approximatsly $3,963,000. Cash used In Investing activities amounted to approximately

$7,477,000, of which approximately $5,465,000 were used for the purchase of capital additions and approximately
$56,000 was used for the purchase of additional circuits to build out the network, the proceeds from sale
Investments of approximately $116,000, a note from .Capsule Communications, a related party, of $500,000 and
payment for prepaid network capacity of $4,000,000. Thése additions were partially offset by proceeds from and
the sale of fixed assats of approximately $2,338,000. The cash used In financing activities of approximately
$10,128,000 consisted primarily of the repayment of bank borrowings of approximately $616,000, offset by cash
received from the exercise of stock options of approximately $43,000, proceeds from the Issuance of Cormmon
Stock of $6,300,000, a note payable to a related party of $4,400,000. L . o

Accounts Receivable

ﬁa Company has entered Into offset arrangements with certain customers, who are also vendors,
allowing for the ability o offset payabie balances against the Company’s receivable balances. '

- The retail segment of Covista experience an épproadmata accounts receivable t;xmovér of 53 days;. while
the wholesale segment has an accounts receivable tumover of 64 days. . "t

. GRITICAL ACCOUNTING POLICIES
Revenue Recognition ) o
The Company’s revenues, net of sales discounts, are recognized In the period In which the service is

provided, based on the number of minutes of telecommunications traffic canied, and a rate per minute, Access and
cother senvice feqs charged to customers, typically monthly, are recognized in the perlod in which service |s provided.

Deferred Line Instaliation Costs

-Deferred line Installation costs are costs Incured by the Covista for new facilitles and costs Incurred for
connections from within the Covista’s network to the netwerk of ather telecomimunication suppilers (such as

. compensation expense, and gain on Investments,) of approximately $9,697,000 and net changes In assets and _

Verizon, MFS, GTE and aother carrlers). Amortization of these line Installation costs Is provided using the straight-

Iina method over the contract life of the llnes ranging romthres to five yeara: -~ -+v vt e

. 3 e e e Cye te
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.. to Covista’s switches-and switch sites of approximately $4,439,000; software and hardware upgrades to Covista's
approximatsly $511,000, and ‘cther fumiturs and fixures of 543,900. .

- reduce prices, which have impacted Covista In the past, are expecied to continue. Also the telecommunications

ad

] ThecOmpanyhcwmmformeuma!memdlmg-ﬂvedassabandforhng-Wed'asammbedlsposadofby
evaluating the canying value of Is leng-Ived assets in relation to the cperating performance and future undiscountad
cash flows of the underlying businesses annually and when indications of Impairment are present. Long-lived assats o
be disposed of, i any, are evaluated in relation to the net realizable value. It impaiment Is indicated, the amount of the
impairment Is typically calculated using discounted expected futura cash flows, The.discount rate applled to thesa cash
fiows Is based an the Company's weighted average cost of capital. If the camrying:valua of the asset exceeds the fair
value of the asset, the difference will be charged to the resuits of operations in the period that the impairment occurred,

Based on the Company’s analysis of fufurs undiacounted cash flows which are in excess of the canrying value of is -

long-fived assets, thera does not appearo be an impainnent as of January 31, 2002.

e

Capital expenditures for Fiscal 2002 totaled approximatsly $5,465,000, .and were financed from funds
provided from Covista's working capital, sale and lease back of two awitches, and a private sale of equity and a
loan. The capital expenditures wera used for the addtion of the IP nelwark of approximately $168,000; upgrades
computer network_.of approximately $304,000; and fumiture, fixdures and equipment for new sales cffices of

.+ Cdpital expendhtures for Fiscal 2003 are estimated at approximataly $5,000,000 and are e:q:ected 1o be
financed from funds. provided from operations, and a cash Infusion of $4,800,000 from a related party of Covista. *

Inflation -

Sinca Inflatfon has slowed In recent years, Covista does not belleve that its !_:uslneés has been materially .

affected by the relatively modest rate of price Increases in the economy. However, pressures in the industry to

industry has recently experignced the fallure of several businesses, some of which are Covista’s wholesale
customer and suppliers. These failurés not only have affectad Covista’s FY 2002 results, but may Impact future
rosults. Covista continues to seek improvements In operations and efficlency through capital expenditures.
Expenditures to improve the signaling system, Information systems and the local area network are expected to

result In operating costs savings, which could partially offset any future cost increases.

RON MATTERS .

" Covista Is not a party to any legal proceedlﬁgs or the suh]éc! of any claim regarding’ environmental

matiers generally incidental to its business. In-the opinion of Management, compllance with. the present

environmental protection laws shouid not have a material adverse effect upon the financial condition of Covista

’

P
-’
Id

ITEM7A. antitative and Disclosures Ab ot Risk -

Market risk-rapresents the risk of changes In value ¢f a financial Instrumeit, devative or non-derivative,

caused by fluctuaticns In interest rates, foreign exchange rates and equity prices. Covista's cash and Investments

axceed longterm debt; therefore, the exposura to interest rate fsk relates primarily to the marketable securitlies

'held by Covista. Covista only Invests in Instruments with high credit quallly where a secondary markat exists.

Covista does.not hoid any derivatives relatad to Is interest rate exposure. Covista also maintains long-term debt at
fixed rates. Due to the nature and amounts of Covista’s note payable, an immediate 10% change in interest rates

ocl 40.179'959d - 0-002-€00¢ - OSdOS - NV E-0F G1-18G0R0 610¢ - ONISSTO0Hd 404 314300V

would not have a material effect In Covista's resulils of operations over the next fiscal year. Covista's exposura to

adverse changes In foreign exchange rates Is also Immaterial to-fiie consolidated statements as a whole.

-

TeEMs. . - ---~---Financlg-StatameﬂtsaﬁdSugg!emag. eDatg - v T e o e e

- a 8 ® 2. % sma A2 e e



.1* i,

-

TEMS. Changes In and Disaqreements With Y o : and Fina Disclosy

: ' Not applicable,

'MEM 10, ' Direcors and Executive Officars of Covista
: ’ ; The directors and officers of Covista are as follows:

;': : - Name: , T e Position .
- . HemryGLukenll ~ : 40 Chairman of the Board
A. John Leach, Jr.- : s . Director, President, Chief Execuﬂve Officer
. Kevin Award . - - 3 ghlef Operaﬂng Officer and Director
JayJ. Miler ' ) . €8 ' Director ‘
' Nicholas Merick 38 Director
Walt Anderson - : ' 48 Director
" LsonGenst " 70 . Director
. Donald Jones - S 66 Director- _
' “Thorhas P. Gunning o 64 Treasurer, Secretary and Chief Financlal Officer

: Co Covista’s directors all serve for one year temms and until thelr successors are elected and quanry Officars serve at
the plaasure of the Board of Directors. - . .

Henry G. Luken, Il was elected a Dlrecmr of Covista In Febmaxy 1999 and Chalrman of the Board In

. . February, 2001. Currently, he Is Prasident of Mont Lake Properiles, Inc., & real estate deveiopment firm;a dirsctor

of Equity Broadeasting Corp., a TV network; a director of ACNTV, a home shopping company selling through TV;
. Managing Agent of Henry IV L1L.C, an aircraft sales.company. A co-founder of Telco Communications Group Inc.,

0€| Jo G9 abed - D-00z-€00Z - OSdOS - WV ¢€:0b §1-499010 610C - ONISSIO0Nd 404 d31d4302V

he served as Chief Exacutive Officer and Treasurer from July, 1993-to April, 1988, and Chaiman from July, 1993
¢ to October, 1997. Mr. Luken hes also served as Chaiman of Tel-Labs, Inc., a telecommunications billing firm - -
: (Tel-Labs®) since 1991, and as Chairman of Telco Devalupmem Group, Inc., a2 camputar systama fim owned by
: -i Mr, Luken. sinee 1’987, hoth of which entfties ho founded. i
. Walt Anderson waa alectad a Dlractcr of Covistaln February. 1999, and as Chalxman of the Board In
; November , 1999..Hs stepped down as Cliairman In February, 2001. Ha has been Manager of Revision LLC from

© - June 1988 tothe prasent; President and Chairman of Entree Intsmatlonal Lid. (Financtal Consulting Senvices) from
- July, 1997 to the present; Chairman of Capsule Communications, Inc, as of April 2001, Chalrman of Teleport UK
Lid. (Sateilite Communicaticns) from May, 1998 to the present; Chalmman-of Espirit Telaeom Group ple. (Telecom
Servicas) from October, 1992 to November, 1998 and President and Chairman, Mid Atlantic Telecom (Telecom
Services), from May, 1984 to December, 1993. Mr. Anderson’s also a dlrector of Amierican Technology. Labs
{Network Equlpment) and Aquaﬂus Holdings Lid. (Water Tranapon Systems),

Leon Genet has aewed as a Director slnea chber. 1998, For more than the past five years, he has beena
partner In Ganet Realty, a commercial and industrial real estate brokerage firm. Hd serves as a member of the National
Commerce and Industry Board forthe Stata of lsrasi'Bonds Organization and Is a sharehclder, director and officer of
LPJ Communications, Iric., which has samed commissions from Covista on the same basis as other lndependent sales
representatives. See “Cartain Relaﬁonshlps and Related Transactions™. _ :

U WY1 11:3 Leach,»Jr. was appointed Presidont and Chist Executive-Officer and a-Divsctor-of Covista-on May——---.
. 18,2000. He had been Senicr Vice President of Sales at BTl Telecomm, Inc., from December, 1999 to May, 2000;

Crnlow Vlae Pucntdaint a Pt 2 bhn hon fucce fma AR Le Placaealene AR wlhcun b fcaimmad o e aathilhe Bas [ 1Q
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that, Mr. Leach was Vice President dmmmeehwmmm Decamber, 1989 to June, 1996, Ragionat |
Sales Manager of Mobilecomm (a Bell South Company) where he started in sales and rose to a.Regional Sajes
Manager position May, 1985 to December, 1989. . -

Jay J. Miler, Esq. has served as a Director since 1883. Ha has been a practicing attomey for more than 35
years In New York. He is Chalmman of the Board of AmTrust Pacific Lid., 2 New Zsaland real estate company. Hals -
also a director of Technology Insurance Campany, Inc., a provider of varlous Insurance products to the
Industry, and certaift. of its affifates. Mr. Miller has' performed legal servicas on hehalf of Covista. See "Cartain
Relationships and Related Transactions.” . ' :

Thomas P. Gunning was appdintsd Vice Presidant, Secretary / Treasurer of Covista in May 1969, He was " -
appointed Chief Financial Officer in Septembar; 1994 and served in that capacity until May Of 1999, He was again
appointed Chief Financial Officer in May of 2000. He was appointed Secretary of Covista In January of 1995, He
has served as Controller of Covista sinca September, 1992. He Is a Certifled Public Accountsnt licansad by the
States of New York and New Jersey. From 1869 until joining Covista, Mr. Gunning was the Senior Audt Manager
at Rosenberg Selaman & Company, a certifled public accounting firm.- From 1978 to 1988, he was Chief Financial
Offlcer of Flyfaire, Incorporated, a travel wholesale operator. Ptior to such time, Mr. Gunning held various pesitions
- In both public and private accounting firma. . . : . S

' Donald Jones recently retired from his position as Senlor Vica President for Chaptar Services of the - -
American Rad Cross, for which he worked since 1991. Pricr to joining the Red Cress, Mr. Jones was Deputy . -
- Assistant Secretary of Defensa for Military Manpower and Personnel Pollcy. Mr, Jones served in the United States
Army for over 35 years and retired In 1991-with the permanent rank of Lieutenant General. y

. " Nicholas Merrick currently serves as President of Mt Vemon Investments, LLC, an Investment company,
whtich he has served as President since January 2002. Mr. Merrick served as Senior Vice President and Chief
Financial Officer of Telergy, Inc., a high-spead flber optic communications network company, from May, 2000 to
July, 2001. Telergy filed for reorganization under-the bankruptcy laws in October 2001 and Is currently inthe
procass of liquidation: Prior to joining Telergy, Mr. Merrick was Chief Executiva Officer of Up2 Technologies, Inc.
and Executive.Vice President of Excel Communications, each of which Is a subsidiary of Teleglobe, Inc. (global
communications, e-business services), from 1998 until 2000. From 1996 to-1987, he was Vice President and Chief
Financlal Officer of Telco Communicaticns Group, Inc., and from 1985 to 1996, he was Vica President of Corporate
Finance at the Robinson-Humphrey Company, inc. and Managing Director. of R-H Capital Partners. - ..

Kevin A. Alward was appointed Chisf Operating Officar of Covista on March 29, 2001 and was elected a
director of Covista on July 17, 2001. He had praviously served TotalTel USA as President and Chisf Operating
Officar from 1994 to 1998, when he left the company to.become President of North Amarica fer Destia
Communications, Inc. (formerly known as Econophone, Inc.) and its successor bymerger, Viatel, Inc. In April 2000,
he co-founded Blink Data Corp., & telecommunications and data services provider headquartered In notthern New
. Jersay, whera he was President and Chief Exacutive Officer untll his retum to Covista. , .

Board of Dlrectors: .~ -~ ° .

- Covista's Board of Directors cumrently consists of eight persans, two of whom are members of
management and six.cf whom are non-management directors. During the fiscal year ended January 31, 2002, the
Board held two meetings, each of which was attended by 80% of the dlrgcbga then serving. oo )

Covista's Board of Direciors has Auillt and Compensation Commitaes, hut does not have a Nominating
Committee or a committee performing a similar function. The Audlt Cdmmittée cunently consists of thres non-
management directors, Messrs. Nicholas Merick, Donald Jones and Lson Genet. The Commitee reviews, analyzes
and may maka.recommendations to the Beard of Directors with respect to Covista's financial statements and controls.
The Committee has met and Intends to meet from time to tima with Covista's independant public accountants to monitor
their activitles. The Compensation Committee consists of Messrs. Henty Luken and Jay J. Miller and Is charged with
. reviewing and recommending the cornpensation and benefits payable to Covista's senior executives. Mr. Leach Is an
ex-officlo member of both the Compensation and Audit Committees. .
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ITEM11. Execytive Compensation co -

Thafo!angtablesehbﬂhﬁawnpensaﬂmwhbhcmmwdmmeﬂwdyeamendedmmym 2002
2001 andzooomasChlefExewﬁwOﬂbermdbemhemmadncerdebhorpemn
functions whose aggregate remuneration exceeded $100,000, MQWSWMMmem 2001 (the

" "Named Executives?). . . >
Summary Comp'enaatlon Table '
. Namesnd * Wiscal Year' - o o Other : .o
.. Principal . Ended Angizal Commensation Azxmual Awards All Other
John Leach 2002 - $300000 $400000(3) $- O . -8 52504)
President and " 2001 $210000 $ O s o . $15346(9)
ChicfRxecutive . SN -
Officez (2) . ) .. ) .
ThémuP. . -207.  , :$155000 - 18000 0§ O CosnasE .
Guuning - 2001 SI47360 $ O 3 ] . $11427 ()
VicePresident, . 2000 $140000 $ O '8 0 $1L,179 (%) -
_ and Secretary - .
Kovin-Alward 2002 $235577 s1I04167 2§ 0 . - $ 3567(9)
Chief Operating .- . . : .

) Ses Optu:m Gtant Table below

@' M. mehjomedCowstaonMayls 2000. Secpart(e)foradiscusuonoer Imhsunplo'ymcm
agreement

@ 'I‘haamountshownmclndu$250,000mbonusducﬁoMr.1:achﬁom(EfOllOOtoO4!30/01butmtpmd
until FY 2003, .

X3

@ 'TheammmsbomrepmuCovknswmtunmmdummuK)DefmedCompcmanmmd
RctimnentSavingsleof&S,?SO. )

&) ThemoumahownrepmmBComswmmmmﬂummuK)DcfmedCompemamnmd
Rs&ememSaungsHmomedsprOmmmbmmforcmamrdomﬁmexpm

© . mmmmmmmm;mmmmdam@mmcmmm
RanemmSamgsPhnofsd,SOS,Comtam:pmyaumw:peusuofSlN&andCov!m:gmupma_mr :

.. medialbeneﬁto,fmoo., _ .

] mmmomwmmmamnﬁbuﬁmmﬂumwl(mmumpmmmd

: RsnremmSavmgsPlanof%mm&ﬂcrﬂmmofaCompany’svehdeformn—businmpmposuand

0€1.40 89 obed - o*ooz-eodz- 2SdOS - WV-ZE10 G119G0R0 610Z -~ONISSFOOMd ¥O4 AILdIOOV

® ‘mMmm“wmmsmmmmmMImmcmmmd_ :
RzumnzmSavmgsleofM.ZOO,mwforthsusedfaCompmy svchidnformmbusmsspmposuand
$4.800fortumhfcmstnmptmnms.

(9)  The amount shown repments Covista’s contributien - undnr its 401(K) De&n'ed Compensaﬁon and
ReummcntSavangsPhnof$3.56T .
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In October, 1998, adopted #ts 1988 Stock Option Plan and In February, 2000,adoptad its 1999 Equity
Incentive Plan, and in February, 2002 adoptad fts 2001 Equity Incentive Plan (the “Option Plans). The Option
Plans provide that certain options granted thereunder ara Intended to qualify as ‘Incantive stock aptions” within the

. meaning of Section 422A of the United States Intamal Revenus Cade, while non-qualified options may aiso be
grantad under the Option Plans. Incentive stock options may be grantad only to employaes of Covista, while non-
qualified options may be granted %o non-axscutive diractors, consultants and others as wall a3 employees. ]

The Option Plans may be administared by the Compensation Commitiae of Covista’s Board of Directors.

: Covlsta has reserved 600,000 shares of Common Stock under the 1996 Option Plan and 760,000 shares of
Common ‘Stock under its 1999 Equity Incentive Plam, and 900,000 under its 2001 Equity Incentive Plan for.

Issuance to employees, officers, directors and consultants of Covista. ’

No option may be transfarred by an optionee other than by will or the laws of descant and distribution, and
during the iifetime of an optionee, an option may be exercised only by him. In the event of termination of
employment other than by death or disability, the optionee will have one month (subject to extension not 1o exceed
an additional two months) after such termination during-which he may exarcise his option. Upon termination of
employment of an optionee by reason of death or permanent total disability, his optiori remains exarcisabla for one

year thareafter to the extent It was exercisable on the date of such termination. No similar imitation applles to non-

~qualified optiona. - ] . ) ) . )
Options under the dpt!on Plans:must be granted within 10 years from the effective.data of tfxe‘mspecﬂ.ve
Optlon Plan. Incentive stock options granted under the Option Plans cannot be exercised later than 10 years from

the data of grant. Options granted under the Option Plans permit payment of the exarcise price In cash or by
dellvery to Covista of shares of Common Stock already owned by the optiones having-a fair market value equal to

the exarcise prics of the options being exercised, or by a combination of such methods of payment. “Therefore, an . -
optionee may be able to tender shares of Common Stock to purchase additional shares of Commen Stock and may .

theoretically exercise all of his stock options with no additional investment other than his original shares.

. Any option which expires unexercised or that terminates upon an émployes’s ceasing to be employed by
Covista become avallable again for Issuance under the Option Plans. - '

For further Information related to stock option plans, refer to ltem 9 In the Notss to the Consolidated
Financlal Statoments. - .

’
L
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Potential Reslizable

Valus At Assamed

. Ratesof Stock

Nomber of Securitles % of Total Option/SARs * . ' Outenfem

o Underiying Optiony/ . Granted to Employeesin ~ Exercie  Explration

* Name SARs Grantedd¥) o Deal¥ew Price Daty 5% 0%
AJomlesch . . 288,000¢1) ' 185% - $200  Feb 1,2006 $124132 3267322

. . -1 KevimAlward - . 240,000 ' 16.1% - 3200 Mar302006 $107,753 $232,050
Thomas P, Guming - . 25,000 .. 13% 3200 ©  Feb 1,2006 $10,775 '$23.208

mmp;emg. 12000 % $5.65 'm-t.zoos 144611 331466

'(i) Smckopucng:mdundazhewéswck%tu_ml’lm Vuhngmmxequalsemx-annualmmnmems.

commmngsxxmomhsﬁ'omthedateofgmnt.

'IhefollowmgmblesetsforthmformahonconccrmngmhcxemseofasteckopﬁonduﬂngCovim;

'ﬁscalyearcndedlammry3l ZooaymchoftheNamedExmxmves.andthenumberandvalueofunemmsed

options granted by Cov:sta held by each of the Named Execunves on Jamuary 31, 2002

* Asgregited Option Exercisesin Last Fiscal Year -

And Fiscal Year-End Option Values
Number of Securities ) Value of Unexercised
. Underlying Usiexercised In-the Moaey Options/SARs
: : Shares Acquired Optiont/SARsatFiscal YearEnd . at Fiscal Yewr Fad-
Name, onExereisg - ValeRéalized (§) Exercimble/Unexercivable le/ Unexercisabl
" ‘Thomas P. Guaning -16,500 $111,235 13,500/18,500 . $110,159/3110,159

Mmio_fglm o
. For the ﬂscal year ended January 31, 2002, each dlrector who was not an employee of Covista was

entitled 1o recsive a dirsctor’s fee of $15,000 per year, and 1o bs reimbursed for out-of-pocket expenses Incurred in
connection with attendance at rneet!ngs. However. Messrs. Andetson and Luken waived the right to recelve such

. AeCovleta'sCNetExecuﬂveOl‘ncer.m Leechhaaaﬂuee-yeeremploymmtagmementwnhmm

- affective as of May 18, 2000; pursuant to which Mr. Leach was, paid basa-salary atihe rate of $300,000 per annum

during fiscal 2001, Pursuant to this agreement, Mr. Laach was aiso entitied to recelve a signing bonus in the
amount of $25,000 to cover relocation and other expenses, but to date Mr. Leach.has been pald only $15, 000 of
this amount. Mr. Leach is also entitled to recelve an annual bonus In an amount not to exceed 100 percent of his
then effective base salary, based upon Mr. Leach's attainment of annual revenue and eamings targets as well as
management goals sat by the Board of Dirsctors. Mr. Leach was guaranteed a mihimum bonus payment of
3150 000 during the first year of this agreement.

In connectian with his appointment as Chief Executive Officer of Covista, Mr. Leach was granted an optlon
under Covista's 1996 Stocik Opticn Plan to purchase 288,000 shares of Covista Common Stock. The option

- gramsd to-hr, Lesch was-schaduled to vest over a paﬁod ci three years; In six aqual semi-annust nstallmends, the - -
- first of- which commenced on November 18, 2000, The exercise price for the option was $14.25 and was based on-

0€1 40 0/ 9bed - 9-002-€00Z - 2SdOS - INV-CE:01 §1-18G0J00 610Z - ONISSIO0Hd 04 d31d300V
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calculated based on the aviarage closing price of the Covista Common Stock for the 40 trading days prior to May
18, 2001. In lieu of adjusting the exarcise price of Mr. Leach's options In the manner pravided In his employment .
agreement, on February 1, 2001 Covista granted to Mr. Leach an option to purchase 288,000 shares of Covista
Common Stock, vesting over a pericd of thrae years, in six equal semi-annual instaflients, the first of which
commencsd on August 1, 2001. The exarcise prica for the option Is $2.00 per share and Is based on the fair markat
value of the Covista Common Stock on the data of grant. The cption expires aftar a term of ten yeara,

In the event of a "change of control” of Cov!sta. as deflned In hia emp!oynient agreement, Mr., Leach's

; * stock option, and similar benefits, It any, shail be deemaed to vest in full on the effactive date of such changa of-

>

l .

control. Pursuant to the agreement, a *changs of control® shall be deemed to occur if: (f) any “person® or *group®
(as such terms ara used In Sections 3, 3(a), 9 and 13(d) of the Securitles Exchange Act of 1934, as amended (the

"*Act")) ather than Walt Anderson, Revision LLC or any of their respective afflliates becomes a beneficial owner (as

such term is used in the rules promulgated under the Act), diractly or indirectly, of securities of Covista reprasenting
60 percent of more of the combined-voting power of Covista's then outstanding securitfes; (if) a ¢hanga In “control®
of Covista (as such term Is defined in Rule 12b-2) shall have occuired; (i) the majarity of the Board of Directors, as
such entire Board of Directors was composed as of May 18, 2000, no longer serve as dlrectors of Cavista, except
that there shall not ba counted toward such majorily who no longer serve as directors’Mr. Leach or any director
who ceased to serve éither prior to the date of the change In control, for any reasan, or at any. othertime due to .
voluntary resignation (other than in connecticn with art event described In (iv) or (v) below), death, disabillty or
termination for causs; (iv) the stockholders of Covista approve a pian of complets liquidation of Covista or an-*
agreement-for the sale or disposition by Covista of ail or substantially all of Covista's assets; or (v) the stockholders
of Covista approve a merger or consolidation of Covista any other company, other than a merger or

. consolidation which would result In the combined voting ptwer of Covista's voting securities outstanding

Immediately prior thereto continuing to represent (either by remaining outstanding or by being converted into voting

- sacurities of the surviving entity) more than 50 percent of the combined voting power of the voting securities of

Covista or such surviving entity outstanding immediately after such merger or consclidation; provided, however,
that no change In control shall be deemed to have occurred in any plan of liquidation, sale of assets, merger or

" consolidation provided In (iv) and (v) above is not consummated. In addition, any transaction involving a leveraged

buyout or other acquisition of Covista which would otherwisa constitute a change in control, in-which Mr, Leach’

participates In the surviving or successor entity (cther than solely as an employee or consuitant) will not constitute

a change in control.
As Covista's Chief Operating Officer, Mr. Alward has a two-year employment agreement affective as of

March 29, 2001, pursuant to which Mr. Alward is pald an annual base salary of $250,000. Pursuant te this -

agreement, Mr. Alward received a signing bonus In the amount of $24,000. Mr. Alward is alsa entitfed to receive
an annual bonus in an amount not to exceed 100 percent of his then effactive base salary, based upon Covista's
attainment of annual revenue and eamings targets as well as management goals sst by the Board of Directors. Mr.
Alward's agreement provides that he shall receive the same percentage bonus as Mr. Leach, Mr. Alward Is

guaranteed a minimum bonus payment of $125,000 for each year of this agreament,

. In connectlon with his appeintment as Chief Operating Officer of Covista, Mr. Alward was granted an
option under Covista's 2001 Equity Incentive Plan to purchase 250,000 shares of Covista Common Stock. The
option granted to Mr. Alward vests over a perod-of five years, in ten equal semi-annual installments, the first of
which commenced on September 29, 2001. The exarcisa price for the option i $2.00.

In the event of a "change of control® of Cavista, as deflned in hia employment agreément, Mr. Alward's

stack option, and similar benefits, if any, shall be deemed o vest in full on the effective dats of such changeof = - '

- control. Mr. Alward's employment agreement defines,*change of contral® In the same manner as Mr_. Leach's

employment agreemant, as described above. . .
Compensation Committee Interlocks and Insider Participation )

Jay J. Miller, a dlrector of Coviata, provided various legal services for Covista during fiscal 2002. In fiscal
2002, Cavista paid $144,574 to Mr. Miller for services rendered and accrued during flscal 2002. A of February 22,
2002, Covista had invoices payahle'to Mr. Miler totaling $179,316. Covista belleves that Mr. Miller's fees were
reasonable for the services performed and were no less favorable to Covista than could have been obtained from

an untelated third party.

P N et
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* of Covista for performance during the fiscal year ended January 31, 2002,

. entitied to receive a signing bonus In the amount of $25,000 to cover relocation and other expenses, but to date Mr. .

.- The following report describes the policies pursuant to which compensation was paid to executive officers - .

Compensation Philosophy and Approach. Generally, Covista saeks to attract, retain and motivato its executive
officars through a combination of base salary, incantive awards based upon Individual performanca and stock
option awards under The Covista Communications, Inc. 2001 Equity Incentive Plan and otherwise. The Board of
Directors belleves that a substantiai portion of the aggregate annual compensation of eath executive cfficer should
be influenced by the performancs of Cavista and the Individual contribution of the exacutive officer, )

. Base Salarfes. The Board of Directors beflaves that the base'salaries of Cavista's exacutive officars for
fiscal 2001 wera generally below those for other comparable _posmona within the telecommunications sarvica, ;
Industry and similar induatries. However, Covista places significant'emphasis on Incentive awards and stock option
grants as a means of motivating and rewarding its management. The Board of Diractors helleves that this strategy
provides optimal Incantives for management o create long-term stockholder value. - - ]

Incentive Compensation Payments. In addiion to base pay, some of Cavista's senior axacutives :
(Including its Chief Executive Officer) ara eligible to receive bonuses and stack option awards. Bonuses and stock
cptions may be awarded, based upon the Individual performancs of each executive officer at the sole discretion of
the Board of Directors. During the Fiscal Year 2002 John Leach recsived a cash bonus of $400,000 of which -
$250,000 was payalbile to Mr. Leach for the period May 1, 2000 to April 30, 2001 but not pald until FY 2002; Kevin
Alward racaived a bonus of $104,187; and Thomas Gunning received a bonus of $15,000. Stock option grants )
mada to the Naméd Executive Officers during fiscal 2002 are described In "Option/SAR Grants In Last Fiscal Year™”

Compensation of the Chief Executive Officer. The compansation policles applicable to Covista's Chlef
Exacutive Officer are similar to those appiicable to Covista's other executive officers. Mr. Leach has a three-year
employment agreement with Covista effective as of May 18, 2000, pursuant to which Mr. Leach was paid base
salary at the rate of $300,000 per.annum during fiscal 2001, Pursuant to this agreement, Mr. Leach was also. "

Leach has been paid only $15,000 of this amount. Mr. Leach Is also entitled to recalve an annual bonus In an
amount not to exceed 100 percent of his then effective base salary, based upon Mr. Leach’s aitainment of annual
ravenue and eaming targets, as well as management goals set by the Board of Directors. Mr. Leach was
guaranteed a minimum bonus payment of $150,000 during the first year of this agreement.
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Security Ownership of Certain Beneﬂclal 0wners. The following table sets forth the beneﬂcial .
ownership of Covista's Common Stock as of April 30, 2002 by each person or group known by Covista
to be the beneficial owner of five percent or more of the outstanding shares of Covista Cammon Stock.
Unless otherwise indicated, each such person {(alone or with familymemBers) has sole voting and

dispositive' power with raspect to the shares listed opposlte such person's name.

P.lteenhgo
©f Beneficial Owner . o - Beneficlal Ownership(1) . chn(z)

-Kevin A. Award - .. . ' 1,255,779(3) 9.9%
182 Powell Road ’ . ’
Allendale, NJ-07401

Walt Anderson - : o 2,02,125(4)" 0 18a%

* 2000 L Street, NW., #202
- Washington, DC 20038 .
C. ) . J . :
45A Samworth Road - )

Clifton, NJ 07012

Foundation for the Intemational ’ . < .
 Non-Govemmental Development of Space . 823,844(6) ‘ 73%
1023 31* Street NW ’ . : .

SuRe 300

Washington, DG 20007

Henry G. Luken, It 4,531,133(7) 35.9%
400 Felrway Lane ‘ .

- Soddy Daisy, TN 37379

(1) Except as otherwise set forth In the footnotes to this table, all shares are beneficially owned and sole -

.- Investment and voting power Is held by the persons named above, to the best of Covista's knowledge.
Shares of Covista Common Stock subject to options that are currently exercisable or exercisable within 60
days of December 11, 2001 are desmed to be outstanding and to be beneﬂc!ally owned by the person
holding such options for the purposs of computing the .
percantage ownership of such person, but are not treated as. outttand!ng forthe purpose of compuﬂng the
percentage ownership of any other person.

@) Based on 10,819,405 sharas

outstanding. *
-3 Includes 25,000 shares of Covista Common Stock issuable to Mr. Alward under prasamly exarcisable

options, Also Includes 188,516 shares of Covista Common Stock owned by trusts of which Mr, Alward's
minor children are bensficiaries, as to which Mr. Alward disclaims beneficial ownership. Based on the
Schedule 13D jointly filed by Mr. Alward and certain related entities on November 16, 2001.

{4) Includes 1,257,796 shares of Covista Common Stock owned of record by Revision LLG a wholly owned
subsidiary of Gold & Appel Transfer, S.A., as to ail of which shares Mr. Anderson exarcises sole voting
and dispositive power. Of the 1,297,796 shares owned of record by Rovision LLC, 1,179,732 are pledged
to Donald A. Bums to secure a lean. Also includes 725,329 shares owned by the Foundation for the
Intemational Non-Govemmental Development of-Spacs, of which Mr. Andérson Is the President and a
director, and as 1o which Mr, Anderson disclaims benefiial ownership. Based on the Schedule 13D/A -

. jointly filed by Wal Anderson, Gold & Appel and Revision on Novembier 19, 2001. Notice has been
received from Mr. Bums legal reprasentative that Mr. Anderson Is In defautt of the loan agreement and
that Mr. Bums Is to exercise his rights as-a secured parly with respect to the pledged shares.

- (8) - Includes 300,000 shares of Covista Common Stock owned by The Warren H, Feldman Family LL.C., as

to-which shares Mr. Feldman disclaims beneficial ovmerahip Based on the Schedule 13D/A filed by Mr.
Feldman on August 22, 2001,
(6) Ot the 923,844 shares of Cavista Common Stack o\med by the Foundation for the Intamational Non-
Govemmental Development of Spacs, 703,529 shares are pledged to Donald A. Bums to segure a loan.
- Notice has been received from Mr. Bums legal representative that Mr.' Anderson Is In default of the loan
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Security Ownership of Management. The following table sets forth as of Apiil- 30, 2002, informatien conceming
the beneficial ownership of Covista Common Stock by each director, each nominee for election as a director, and
each Named Executive, and for alf diractors, director nominees and execttive officars as a group:

. . Percentage
Name and Address . - Amount and Nature of of
OfBeneficlal Owner - . Beneficial Ownership(1) Class(2)
. . Kavin A. Award T : -1,255,778(3) : . 10.0%

. Walt Anderson ;o ,2,946,989 (4) . 23.3%
Leon Genet . . - 41,120 e *
Thomas P. Gunning . _ ' 62,300(5) . .
Donald Jones ’ ' . O 5,000 * -
A.John Leach, Jr, . - i : /438,000(6) T 8.5%
Hemy G. Luken, il =~ . 4,531,133(7) .. 859%
Nicholas Merrick : ‘ : 100 ' *

Jay J. Millar- : 35,400(8) , -
All directors, director nominees and executive officers as a group .

(9 persons) . - . 9,3286018M7) - . 74.0%
* Lass than one percent.

4)] Excspt as otherwisa set forth In the footnotes to this table, all shares are beneficially owned and sole
Investment and voting power Is held by the persons named above, to the best of Covista's knowledge.
Shares of Covista Common Stock subject to options that are currently exercisable or éxercisable within 60
days of December 11, 2001 are deemed to be outstzinding and to ba beneficially owned By the person
holding such options for the purpose of computing the ) .
percentage ownership of such person, but are not treated as outstanding for the purpose of computing the
percentage cwnership of any other parson. ' .

@ Based on 10,819,405 shares outstanding

{3) Includes 25,000 sharas of Covista Common Stock Issuable to Mr. Alward under presently exercisable,
options. Also Includes 186,518 shares of Covista Common Stock owned by trusts of which Mr. Alward's
minor children are heneficiaries, as to which Mr. Alward disclaims beneficial ownership. Based on the
Schedule 13D jointly filed by Mr. Alward and csrtain related entities on November 16, 2001. )

1G] Includes 1,297,796 shares of Covista Common Stock owned of record by Revision LLG, a whelly owned
subsidiary of Gold & Appel Transfer, S.A., as to all of which shares Mr. Anderson exercises sole voting . -
and dispositive power. Of the 1,297,796 shares owned of record by Revision LLC, 1,179,732 shares are
pledged to'Donald A. Bums fo secure a loan. Covista has recsived notice from Mr. Bums that the loan is
in default and & is Mr. Burn#’ Intention to taka ownership df the pledged shares. Also includes 725,329
shares owned by the Foundation for tha Intemational Non-Governmental Development of Space, of which
Mr. Andarson Is the President and a director, and as to which Mr.'Anderson disclaims beneflcial .
ownership.: Based on the Schedule 13D/A jointly filed by Wal Anderson, Gold & Appel Revision on
. November 19, 2001. ’ : . . : :
) Includes 37,000 shares of Covista Common Stock lssuable to Mr. Gunning under currently exercisable
. . options. Does not Include 25,400 shares owned by Mr. Gunhings’ spouse. ) .
() Includes 192,000 shares of Covista Common Stock Issuabla to Mz, Leach under currently exorcisable
. .options. . e ’
@ Based on the Schedule 13D/A filed by Mr. Luken on April 13, 2001. .
(8) Includes 35,000 shares of Covista Common Stock Issuahle to Mr. Miller under currently exsrcisable

.options. ; .
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c) Changes in Control

I August, 2000, Walt Anderzon and two entitles controlled by him, Gold & Appel Transfar, S.A. and Revision

LLC, along with FINDS, entsred into a Stock Pledge Agreement with Denald A. Bums, which was subse
amendad in October 2000 (as amended, the *Pladge Agreement’), Pursuant to the Pledge Agreement, Revision LLG -

has pledged 1,175,732 shares of Common Stock, and FINDS has pledged 703,529 shares of Common Stock, to
secure a $13,000,000 loan made by Mr. Bums to Mr. Anderson, Goid & Appel Transfar, S.A. and Ravision LLG. Such
loan s currently in. default, and consaquently Mr. Bums has voting power with respact to tha pledged sharzs. Were
Mr. Bums to foreclose upon the 1,883,281 shares of Conimon Stock pledged pursuant to the Pledga Agreemant, which _

represent approximataly 16% cf the outstandng Common Stock; it could result in a change of control of Covista. Gold -
. &Appel has paid hack approximatsly $4,200,000 of principal on this loan from Mr. Bums. The current valus of the loan

with accrued Interest Is approximately $9,250,000. Covista has received a notification from Mr. Burhs confinming that it
Is Mr. Bums’ Intention to take ownership of the pledged shares. . .

On February 1, 2001, the- Board of Diractors of Covista authorized a transaction (the “Stock Issuanca
Transaction”) nvolving the Issuance and sals of a total of 8,500,000 shares of Common Stock to the following three

* persons (the "Purchasers™) in the gmounts Indicated: Kevin Aiward, 1,000,000 shares; A. John Leach, 500,000 shares; -

and Henry G. Luken, i1}, 2,000,000 shares. Pursuant o the rules of the NASD, consummation of the Stock lssuance
Transaction was subject to the approval of Covista's shareholders because Massrs. Leach and Luken currently were

+ directors'and officers .of Covista, and, In addition, it was expected that Mr. Alward would become an officer of

Covista. The transaction was approved at a special sharehalders meeting on March 29, 2001. The stock was

Tssued in April ;2001. . -

A change In control of Covleta-maybedoetﬁed to have oecurred as a result of the foregoing transactions, as Wait
Andsrson now controls 23.3% of the outstanding Common Stock, and Henry G. Luken [l now controls 35.8% of the
outstanding Common Stock . ' . - e i

[TEM 13. Certain Relationships and Related Trahsactions

Jay J. Miller, a Director of Covista, has provided varfous legal seivices for Covista during Fiacal 2002. In Fiscal -

2002, Covista pald $144,574 to Mr., Miller for services rendered and accrued for In Fiscal 2002. As of January 31,
2002, Covista owed Mr. Miller $179,316. Covista-halleves that Mr. Miller’s fees wers reascnable for the servicss

perdformed and wers no less favorabla to Covista than could have been cbtained from an unrelated third party. In

February, 2002, Covista granted to Mr. Miller 35,000 non-statutory shares aptionable at $2.00 per share.

. Leon Genet, a Director of Covista, has provided agent services for Covista through his wholly-owned
Company, LPJ, Inc...During Fiscal 2002, LPJ, Inc. was pald commissicns of $93,066. Tha commissions paid to LPJ,
Inc. were computad on the same basis as otherindependent ggenfs retained by covlsta. . .

described In ITEM 10.:Henry G. Luken lll, the Chalrman of the Board of - Covista Is & major stockioldar of Capsule
Communications. Covista both purchases and sells services from Capsule Communications, Inc. Sales to Capsule in
Flscal 2002 were approximately $815,000. Purchases from Capsule were approximately $6€0,000. All ransacilens
were based on compstitive terms obtained on an ann's length basis, Covista has subsequently merged with Capsule
Communications (see Item 1.-Business-Subsequent Events). - o LU : .

Covista has entered Into a leass agmememmzs;omsqtmafeetof office spaca in Chaltancoga,
Tennessee, with Henry G. Lukan 11l who Is Covista'’s Chainnan of the Beard and its principal shareholder. The term of

 the lease Is for five years beginning September 1, 2001, The leass provides for annual rent of $86,400 from September

1, 2001 to August 30, 2002; $115,200 from September 1, 2002 to August 30, 2003; $144,000 from September 1, 2003
to August 30 2004, with the last two years to be $144,000 annually adjusted for the Consumer Price Index. Covista
belleves that such premises ara leased on terms &imilar to an anm’s length transaction.
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Walt Anderson, a Director of Covista, serves on the Board of -Directors’ of Capsula Communications, as g
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On July 2, 2001 , Covista received a loan from Henry Q. Luken I, ts Chaiman of the Beard and principal
sharehoider, in the amount of $4,000,000. The loan matures on February 1, 2003 together with accumulated interest at
a rata of 7% per annum. The proceeds of the loan were used to purchase a 10-year commitment for approximately 2.8
billion DS-0 channel miles of telecommunications network capacily from an unaffiliated parly. The unaffiiated pany has
recently fled for Chapter 11 recrganization; however at the time of this flling Is continuing to perform under the
agreement.  Mr. Luken also advanced the company $400,000, the procseds of which were used for construction of

On February 1, 2001, the Beard of Directors of the Company, subject to perfunctory sharehclder's approval which

. was obtained on March 29, 2001, authorized the sale of a total of 3,500,000 shares of Comman Stock 1o the

following three persans (the "Purchasers”) In the amounts Indicated: Kevin Alward, 1,000,000 shares; A. John
Leach, 500,000 shares; and Henry @. Luken, i, 2,000,000 shares, The purchass prica for the Common Stock to
be Issued to Mesars. Alward, Leach and Luken is $2.00 per share, basad on the fair market value of shares at

_ February 2, 2001. The stock sale was consummated In April 2001 with the Issuance of 3,150,000 shares of

Common Stock. Ths Board of Directors authorized a decraase of 350,000 shares to be purchased by Mr, Leach.

On February 1, 2001, the Board of Directors of the Company authorized the acquisition of Blink Data Corporation;
a telecommunicationa company, of which Kevin Alward was a principal shareholder, officer and director, for

- 800,000 shares of the Company’s Common Steck vaiued at the fair market value at March 29, 2001, for total
" consideration of $900,000. The transaction was completed on March 23, 2001. : _ -

On July 24, 2001, the.Company issued a nots receivable to Capsule Communications, Inc. of which a directorand’
the chalrman of the Company are principal shareholders. The note was for a tatal principal of $200,000 with

. Interest payable of 8 %% to be paid na later than July 24, 2002. On-August 9, 2001, the Company [ssued a nots -

receivable to Capsule Communications, Inc. The note-was for a total.principal of $300,000 with interest payable of
8 %% to be paid no later than August 9, 2002. : ' -

On Aﬁgust 31, 2001, Covista entarad Irto a transaction with Applled Financial Corp. an unaffilated firn

involving the sale and leaseback of a telecommunications switch. Covista realized proceeds of approxmately
$1,250,000 from the sale portion of the transaction, and agreed to lease back the switch for a three-year pericd at a
cost of appraximately $420,000 per annum. Henry G.'Luken, [l provided an unconditional guaranty of Covista’s
payment chiigations to Applied Financial under the lease. Covista did not compensate Mr. Luken for providing
such guaranty. .-

(THE REST OF THIS PAGE INTENTIONALLY LEFT BLANK)
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SIGN.

~

Pursuant to the requirements of Section 13 or 15.(d) of the Securities Emhanga Act of 1934, the Reglstrant has:
duly caused this Report io be signed on its behaif by the undersigned, thereunto duly authorized, on the fifteenth
-day of May, 2002 ' ' K '

COVISTA COMMUNICATIONS, ING. *
(Registrant) . -

By: /S Henry G. Luken lll_
Henry G. Luken il
Chairman of the Board

b
.

Pursuant to the-requirements of the Securities Exchange Act of 1934, this Repart has been signed below by the
- following persons on behalf of the Registrantand inthe q:actﬁes and on the dates indicatéd.
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s m .. Chaiman of the Board ) . May 15, 2002
Henry G. Luken il . . . . S e, .o .
‘Directar May 15, 2002
Wait Anderson . - . ' .
/5! Kevin Alward__- ' Director, . ' May 15, 2002
Kavin Alward .. Chief Qperaﬂng Officer _ .
. enet : Director ' ' May 15, 2002
. Leon Genet- . ) - .
os ' _ Director : ' May15,2002°
Donald Jones | i ' : L. : C '
ISIALJ . . Director, Presldentand - - * May 15,2002
_ A John Leach’ - Chief Executive Officer . ’
[S{NicholagMerck . Dirsclor- . - May15,2002"
Nicholas Mertick - - L . .
: ) Director . 'May15,2002
Jay J. Miller :
[S! Thomas P, Gunning . Vice President, Treasurerand ' May 15, 2002

Thomas P. Gunning Secretary, Chief Financial Officer
. : and Principal Accounting Officer
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OVISTA COM ING
AND SUBSIDIARIES -

ITEM 14. ts nancial Statements Schedule Years En ary 31, 20

INDEX

(@) (1) :Financlal - Statemenw The following consolidated financial statements of Covista
Communications, lnc.. and subsldlaﬂesamlndudedatme end ofthls Report: .

Qonsolldatag Flga_lgelal Statem_agts: . Paga
Independent auditors’ report ' oL " F4 .
Consolidated.balanca sheets - January 31, 2002 h o R
.. and 2001 , F2 . . :
Consolldated statements of'Ioss and -
comprehensive loss - years )
- ended January 31, 2002, 2001 and 2000 F3
_Consolidated’ siatements of shareholders’ equxty - .
- years ended January 31, 2002, 2001, 2000 F4
Consolidated statements of cash flows - years
: ended January 31, 2002, 2001, 2000 F5

* Notes to consolidated financial statements F-7

(8)(2) Supplemaentary Data Fumished Pursuant . -
. to the Requirements of FORM 10-K:

Schedule - years enided January 31, 2002, 2001 and 2000

no " Valuation and Quailfying Accounts (Consolidated) F-24.
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Schedu!as other than those llsted above are omltted bemusa they are not required not appnwble or the )
Information has been otherwise supplied ) X
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" +.Joss, sharsholders’ aquity, and cash flows for each of the three years in the period ended January 31, 2002, Our audits

" Wa conducted cur audils In accofdance with audling standards genarally accapted In the United Statss of America. -
. +Thosa standards requirs that we plan and perform the audtt to obtaln reasonable assurance ahout whether the

. piinciples generally accepted In the United States of America. Also, In our opinion, such financial statement schedule,

INDEPENDENT AUDITORS' REPORT

Board of Directors and Sharsholders
Covista Communications, inc.
150 Clove Road T
_Litte Falls, New Jersey 07424 . . i _ . o
WQmmme'mmmnmdemmn& Inc. and- subsiciaries
- " (the “Company) as of January 31, 2002 and 2001, and the related consclidated statements of loss and compreliensive
also Included the consolidated financial statement schedule Hsted In the index at ltem 14(a)(2), These cansclldated
financial statements and financial statement achedule are the responshillly of the Coinpany’s management. Our
responsibility is to express an cpinlon on these consolidated financial statements and financial statement schedule.
. basedonouraudts. - . :

.consclidated financial. statements are free of materlal misstaternent, An audh includes examining, ‘on a test basis,

. evidence supporting the amounts. and disclosures in the consolidated financial statements. An audt also inciudes .
assessirig the accounting principles-used and significant estimates made by management, as well as evaluating the
overall consolidated financlal statement presentation. We belleve that our audits provide a reasonable basis for our
opinien. o . i . .

*In our'cpinion.'swh consalidatad ﬁnaﬁdal statements present falrly, in all material respacts, the financisl position of
Covista Communications, inc. and subsidiaries s of January 31, 2002 and 2001, and the resuits of thelr operations
and their cash flows for each of the three years in the period ended January 31, 2002 In conformity with accounting

" when considered In relation to the basic consclidated financial statements taken as a whole, presents fairy in all
material respects the lm'ormaglon set forth therein. ) T

/8 DELOITTE & TOUCHE LLP
New York, New York

April 26, 2002 .
{(May 14, 2002 as to Note 21b)
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COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES

* CONSOLIDATED BALANCE SHEETS
JANUARY 31, 2002 AND 2001
."ASSETS
CURRENT ASSETS:
Cash and cash equivalerits o Co
Investments available for sale -

Trade:accounts regsivable (net of allowance for ‘doubtful

accounts of ($4,987,130 and $4,075,223 In 2002 and 2001, °
respectively) ) :

Notes receivahie )

Prepald =penses and other current assets

,

Propmy.and equipment, net

". Deferred line Installation costs (net of accumulated amortization. -

of $843,049 and $745,353 in 2002 and 2001, respectively)

- Other:assets'(net of accumulated amortization of § 846,452 and $ 33,761

In 2002 and 2001, rspecﬂVe!y

IABILITIES AND SHAREHOLDERS' EQUITY -
CURRENT LIABILITIES

Accounts payaille -

Other cutrent and aocmed Nabllitles

Salaries and wades payable

Current portion of long<term debt

Total current ifabilities -

Other long-term liabilities

Long-ten'n debt

. Commitments and mnt!ngendes (Note 1‘4)

SHAREHOLDERS' EQUITY: - ’
. Common Stock, par value $.05 pa'share,aumorm 50,000,000

- shares; Issued 12,385,757 shares In 2002 and 9,505,824 shares in 2001

Additional paid-in caphtal
Accumutated deﬂdt '

Uneamed P shares . !
‘Treasury stock-at cost— 1,536,419 shares In 2002 and 2001, rapecﬂvely

‘Accumulated other comprehensive Income

Total Shareholders’ equity

$ 1,379,038
439773

10,252,837
500,000

13,945,428

. 12,489,626

- 174,785

$ 19,465,274
. 4,434,795
991,012

— 381405

. 15 ﬂﬁﬁ.

A

—4.400.000

619,288

-25,650,098 .
23.205.107)

T .3,014279

( 1,445,440)

2001

$ 260,88

. 537,007
20,526,178
24,980,537
13,020,579

$ 27,960,046
| 2,834,557.
1,304,818

"0gL4o 18 8Bed - 00026007 - DSOS - W ZE:04 §1-19G0B0 6107 - ONISSTOONd HOH A3 LdFOOV

475,291 "

30,016,454

D 19,206,226

12,225,000) . -

(1,445,440)
— 241,307

—2I77.993

239,007,302
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_ See notes to consolldated financial statements .

COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF 1.0SS AND COMPREHENSIVE LOSS

YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

Aoa v Y

" 2001

* COSTS AND EXPENSES: " - ' R

Cost'of sales 76,475,802 116,059,002 - 112,794,378

Access charge settiement (Nohe 18) - . - {1,264,483) C e

Selling, general and administrative (excluding - _ - .

stockcompensation) . 30,986,877 26,902,962 27,990,145

Restructuring charge - " - . - '(318,879).

Cther compensation (NoteiZ) : N R 5,770,554

Stock compensation . ~—1201%  ___ 266565 . ____204.015

Total costs and expenses o 107474690 141,964,046 - 146,440,213
OPERATING LOSS (121619949  _(B73609)  __(G59.716Y
OTHER INCOME ENSE) : . "

Interest lncn::me(E><P 159,996 _ 167,583 115,119

Other income. 274,466 . 41,994 1,105

. Interest expense 42056  __005272) . _(147.002)
" Total cther Incomne (expense), net 192,406  ___ 104305  __ ' (30.868)
LOSS BEFORE INCOME TAXES | _(11,969.588)  _(8629.304)  _(6710.584)
INCOME TAX PROVISION ' = 2 —-2.703.618
NETLOSS . (11,969.588) —{8:629.304) —(9.414.202)
OTHER COMPREHENSIVE INCOME, NET OF TAx - '

Unrealized holding gain : — —29531 61053
COMPREHENSIVE LOSS §01060588) £ (G307 L.3BN
BASIC LOSS PER COMMON SHARE R R & K v W S 6 K ) S SO & K )
DILUTED LOSS PE\COMMON SHARE i a1 & (00R:) IR S & W<\ N

0€ b J0 28.968¢ - D-002-€002 - DSdIS - NV ZE:01-G1 4800}00 610¢ - ONISSEIOOHd d04 d3Ld300V
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" COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES 3
* CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY 2y
© YEARS ENDED JANUARY 31, 2002, 2001 AND 2000 , 3
S B C - o
. . Retained . . Accumulated Q
. Additional Earnings Uneamed Other @
Common_ ..  Pald-ln  (Accumulated *~  Treasury = - ESOP  Comprehansive >
IANUARY 31,1999 .. . $ - 455739 § 22809518 § 6,757,987 § (1,456,781) $ (12,225,000) $ 100,721 $ 16,442,184

widing galn o e - - : 61,055 - 61,055 ‘(é
mployee stock options . 18,727 1,760,422 SR - - ' 1,799,149 o
ibutlon (NOTE12), -~ . .. = 250,000 - - ' - - 250,000 &
ant (NOTE 12) : , T = 4870554 - - - © 4 e 4,870,554 3
' shoek grants - . - (1,769) : : - - (1,769) . N
JANUJARY 31, 2000 L 474466 . 29,710,494 (2,656,215) (1,458,550)  (12,225,000) 161,776 14,006,971 o
holding gain ) . . - e - 79,531 79,531 ) 3
smpioyee stock options / grants - _ 825 135187 . R - - 136,012 . J§>

* shares for other assets N R -/ >/ .. ., + 13380 - - 184,153 .
Fstok grants ' -. - I (270) - - (270) @
JANUARY 31, 2001 ... 475291 30,016454 (11,285519)  (1,445440)  (12,225000) ° 241,307 - 5,777,093 O
wnion, Stock ' 157,500 6,142,500 .- - - - 6,300,000 Q
employee stock options / grants . 1,497 41,544 ° - - - . - - 43,441 S
shares for other assets - 15,000 885,000 - - = - 900,000 %l\j
1ofESOP (30,000) . (12,195000) - . . = 12225000 . L. - S
} Stock Grants ' ’ ' - 759,200. - D - T 759,200 ° e
Ifi ori sale of Investments ' . ' ' (241,307) (241,307). 1'3
JANUARY 31,2002 . A 619288 § 25650008 & _(23255107) §  (1445440) & X z S 1568830 - o
» consolidated financlal statements . =
. . , o

'l:ﬁ'ﬂ‘
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CASH FLOWS FROM OPERATING ME:

COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

1SSID0Yd ¥O4 d31d3IDDV

Net loss $  (1,969588)  §.(3529309) $ (9,414,269
- Adjustments to recondile riet loss to net . . ) .
cash (used In) provided by operating activitles: . . . - - =3
Depreciation and amortization : 4,568,631 3577995 . 2,985%9
Provision for doubtful accounts . : 5,382,384 2,346,761 ° 1,074 16
Non-cash stock compensation expense S : _ 12,011 266,565 5,324
Deferred income taxes . .o - 2,703,
Restructuring (credl) charge, netof cashipald = - - , - : - (318,879)
* Loss on disposal of property.and equipment . - © 88,690 16,936
(Gain) ioss on sale of investments . (265,733) 5317 - .. -
Change In assets and llabjites:-,- ' @
(Increase) decrease In assets: K ' S
Trade accounts recefvable. ; . 4,890,957 789,518 (6,004, 553)
Prepald expenses and other.current assets . 251,683 . 1,339,568 (305,5
Other assets - . : ©.(164300) . (293,584) 6
" Increase {decrease) In {labilities: - - _ A
Accounts payable ’ . . - (8,494,772) 3,157 1678 4,102,224
Other current and accrued llabilitles ' " © T 283,621 - (558,312) (110,787)
Other long-term llabilities. . ; . —(208322) _ (26,744)
Net cash (used In) provided by operating activitles To. ____(3963428) . __2.064.148

CASH FLOWS FROM INVESTING ACTIVITIES:

Net Assets acquired In ptirchase of Blink Data Corpomﬂon -+ 90,402 -

g abed - o-ogetgz

Proceeds from sales and maturities of .. . .
Investments avallable fdr sale (net)- : ' | 115,529 86,788 ~ -
- Purchases-of property and equipment’ . ' ' -7 (5,465:329) (3,227,593) (3,018,80)
Proceeds from sale of property and equlpment and leaseback trmmcﬂcns - 2,338,038 - 1,975 17,3;.6
Notas receivable from related party ) L. . {500,000) | - o -
Payments for deferred line Installation costs - _ (55809) -  (47621) . (55,232)
Payments for prépald network capacity . - o (4,000,000) - -
Collection on notes rene!vable from employees * - e = - 45402
Net Gsh used In lnvaﬂng activies " © | . (7472.1689) __ (3.186451) . (3.011.329)

CASHH.OWSFROMF!NANCINGACI’NITIES ’ : : L

Proceeds from the Issuance of Common Stock - .6,300,000 : - . -
Proceeds from Stock Options exercised e ' - 43441 8,437 1,799,149
Note payable to related party - . v 4,400,000. - ° - - -
Repayment on bank borrowlngs ___(615695) ___ (568,724) _ . (526:42])

| Netah provided by (wsed I firanchgacivies __ 1012746 . (SG0J7) L2728



COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED JANUARY 31,2002, 2001 AND 2000
(Continued)

NET DECREASE IN'CASH AND
CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS,
BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS,
" END OF YEAR

SUPPLEMENTAL, DISCLOSURES OF -
CASH FLOW INFORMATION:

Cash paid (rece!ved) durlng the year for:
Intemst

) Inmme taxes

Non-cash
Issuance of treasury stock for customer lists
lnduded.ln cther assets - ’

 Tssuance of Common Stock In connection with Blink Data

acquisition for cther assets and cash

2002 . 2901

:

$ L2851 © H(LEES0) L6774

190 65T - ONISSTO0Yd HO4-A3 L4300V
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" COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED JANUARY. 31, 2002, 2001 AND 2000

_ customer list,

1. NATURE OF OPERATIONS

. Covista Communimtions, ‘Inc. ("Covista”), apd Its wholly-owned. subsidiaries (qohcﬂvely ‘the
“Company”) operates as a switch based resale common carrier providing twenty-four: hour, seven day a -
week, domestic-and International long distance telecommunications service to customers throughout the -

United States. The Company’s prindpal customers are primarily businesses and cther common carriers.
On September 15, 2000, the Company changed Its name from Total-Tel USA Communications, Inc. to
Covlsta Communlcations, Inc.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

* Principles afl.'ansolidatian The consolldated ﬂnandal statements Indude the accounts of Covista )

Communications; Inc. and its subsidiaries, all of which are wholly-owned. All intercompany txansacﬁons
and balances have been eliminated in the consolldated ﬁnandal statements.

Remnuemcagniﬂon- The Company’s revenues, net of sales discounts, are recognized In the period in
which the service is provided, based on the number of minutés of telecommunications traffic carried, and a

rate per minute. Access and-other service fees charged to customers, typ!mﬂy monthly, are remgnmd [}

the period in which service Is prqvlded

Property and Equipment- Property and equipment are stated at cost: Depredatlon and amortization
is being provided by use of the straight-line method over the estimated useful lives of the related

assets. leasehold Improvements are amortized over the shorter of the term of the lease or the useful -

lives of theasset. . -
The estimated useful lives of the principal dassa of assets are as follows:

Classification ~ o - Years
Machinery and equipment . . ' 5-10
Office furniture, fixtures and equlpment T . 7-10
Vehicles . ‘ 3-5
Leasehold Improvements ) . . .o 2-10
Computer equipment and somNare . : J - 57

Deferred Line Instalfation Costs The COmpany défers dlarg&s from other common carrlers which

01 10,98 9bed - o-ooz-eoo'z - 0SdOS - WY ZE:0F §1-199000 6102 - ONISSIOOM HO4 A3LdIOY

cover the cost of Installing telephone ‘transmission fadiiities (fines). Amortization of these costs Is |

" provided using the stralght-llne methnd over the contract life of the lines ranging from tfiree to five

mm‘

asaomerlbts- Customl!sts Mdudedlnomﬂassets,repraentsthefalrvalueofﬂteaxstomer
basé acquired and Is being amortlzed using an accelerated method=over a period of 3 years. The
canying value of the customer list Is-reviewed on a quarterly basis for the existence of facts or

. dreumstances, both internally and externally, that may sugg&st Impairment. During fiscal year 2001, the
Company acquired a customer list through the Issuance of 14,234 shares of treasury stock valued at the.

fair market value of the Company’s Common Stock on the date of the transaction, During fiscal year
2002, the Company acquired a customer [ist through an acquisiion by Issuing 300,000 shares of its
Common Stock at the fair market value of the Company’s Common Steck on the date of the transaction.
The excess of the purchase price over the net assets of company acqulred were allocated 100% to the

- - P
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. COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

LJ)OEId d04d @31Ld300V

S3

Use of Estimates - The preparatlon of consolldated finandal sl:atemenls In uonformlty with gem"ym
accepted accounting principles requires management to make estimates and assumptions that
the reported amounts of assets and llabilities, the disclosure of contingent assets and flabilities at the |
date of the consolidated financial statements and the reported amounts of revenues and expensesM
durlng the reported period. Actual results could differ from those estimates. . @
Concentrations of Credit Risk - The Company sells fts telecommunications services and produdso
primarily to small to medium size businesses and wholesale customers. The Company performs ongolngO
credit evaluations of both its retail and wholesale customers. The Company generally does not requlrefb
collateral,. however when drcumstances warrant, deposits are’ réquired. Recent conditions In the_\

T telecommunlcatlons Industry have given rise to an Increase In potential doubtful accounts. Allowances

are maintained for such potential credit losses. The Company has entered into offset arrangementso
with certain of Its customers, wha are also vendors, allowing for the ability to offset recelvables agalnst{(,’

_ the Company’s payables balanee. . 3 > .

<
Loss per Shara Baslc loss per share Is represented by net loss avallable to.common shareholders
divided by the weighted-average number of common shares outstanding during the period. Diluted. losso
per share reflects the potential dilution that. could cccur if securities or stock options were exercised or'U
converted lnm Common Stock during the pericd, if dilutive (see Note 15). O

Auﬂron‘zed Common Stack On February 23, 2000, the Company’s shareholders approved anN
increase in the number of authorized shares of Common Stock from 20,000,000 to 50,000,000 shares. S

¢-€00

Cash and Cash Equivalents - The Company conslders all highly liquid Investments purchased with ano
original maturity of three months or less to be cash equivalents. Cash and cash equivalents consist
cashon hand demand deposits and money market accounts.

- o

Failr Value of Flnandal Instmments For cash and cash equivalents, the carrying value ls =
reasonable estimate of its fair value. The estimated fair value of publicly traded financial Instruments ls‘D
determined by theé Company using quoted market prices, dealer quotes and prices obtained from%
independent third partiés. For finandal Instruments not publicly traded, fair values are estimated basedo
on values obtained from Independent third parties or quoted market prices of comparable lnst'umenls._\
The falr value of the debt was determined based on Interest rates that are currently available to_ the
Company for Issuance of debt with similar terms and remaining maturities for debt Issues that are not
traded on quoted market prices. However, judgment Is required to Interpret market data to develop the
estimates of fair value. Accordingly, the estimates are not neeessarlly Indicative of the amotints that
could be reallzed In a current market exchange.

The carrying values and fair values of financial lnstnnnenls are as follows;

2002 7. 2001

Carrying . . Fair .-

. Value Value Value Value .
Assets: -

. Cashand cashequivalents *© ¢ 1,379,038 $ 1,379,038 $2,691,889 $ 2,691,889

_ Investments available forsale  § 439,773 § 439,773 § 532007 $ 537,007

Debt : $ 4,781,405 $ 4,781,405 $ 997,100 $. 997,100 .
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COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (cantinued])
FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

/

' Long-Lived Assets - The Company accounts for the ftnpalrment of long-lived assets and for long-fived

assets to be disposed of by evaluating the carrylng value of fts long-lived assets in relation to the
operating performance and future indiscounted cash flows of the underlying businesses annually and
when Indlcations of Impairment are present. Long-lived assets tp-be disposed of, If any, are evaluated
in relation to the net realizable value. If Impairment Is Indicated, -the amount of the Impairment Is
typically calculated using discounted expected future cash flows. The discount rate applled to these cash’
flows Is based on the Company’s weighted average. cost of capital. If the carrying value of the asset
exceéds the fair value of the asset, the difference will be charged to the results of operations In the
period that the impairment occurred. - : ' : : :

: . Recent Accounting Pronouncements — Statement of Finandal Account!ﬁg Standards (SFAS) No.

133, Accounting -for Derivative Instruments and Hedging Activitles, Is effective for all fiscal .years
beginning after June 15, 2000. SFAS 133, as amended, establishes dccounting and reporting standards
for derivative instruments, Induding certain derivative Instruments embedded In other contracts and for
hedging activitles. Under SFAS 133, certain contracts that were not formerly considered derivatives may

- now meet the definition of a derivative, Ttie Company adopted FAS 133 effective February 1, 2001. The

adoption of SFAS 133 did not have a significant Impact on the finandal position, results of operation, or
cash flows of the Company. . ' ,

In June 2001, the Financial Accounting Standards Board ("FASB") Issued Statement of Finandal- ,
Accounting Standards No. 141 ("SFAS 141"), "Business Combinations.” SFAS 141 requires the purchase
method of accounting for business combinations Initiated after June 30, 2001 and eliminates the
pooling-of-interests method. Covista does not belleve that the adoption of SFAS 141 will have a
significant Impact on its financial statements, beyond the cessation of goodwill amortization on futtire
business combinations. As of January 31, 2002 Covista has no Goodwill recorded on Its books.

_ In June 2001, the FASB Issued Statement of Financial Accounting Standards No. 142 ("SFAS 1427,
"Goodwill and Other Intangible Assets®, which Is effective February 1, 2002, SFAS 142 requires, among -

other things, the discontinuance of goodwill amortization. In addition, the standard indudes provisions for
the reclassification of certain existing recognized intangibles as goodwill, reassessment of the useful lives of
existing recognized intangibles, redassification of certain intangibles out of previously reported goodwill and

the Identification of reporting units for purposes of assessing potential future Impaiments of goodwill. SFAS

142 also requires Covista to complete a transitional goodwill impalrment test six months from the date of
adoption. Covista Is currently assessing but has not yet determined the Impact of SFAS 142 on'#ts finandal
‘position and results of operations., :

_ In August 2001, the FASB lssued Statement of Finandal Accounting Standards No. 143 ('SFAS 143%),

0€} 30 88 abed - 0-002-£00Z - OSdOS - WV <LE:04 9180100 6102 - ONISSTOOHd HOI AILdIOOV

*Accounting for Asset Retirement Obilgations”, which Is effective for all fiscal years beginning February 1, -

'2003; SFAS 143 requires recording the fair value of a labillty for an asset retiremént obligation In the period

In which &t Is Incurred, and a corresponding Increase In the carrying value of the related long-lived asset. .

Over time, the liability Is accreted to its present value each peried, and the capitalized cost Is depresiated

" over the useful life of the related asset. Upon settlemient of the labilty, R is elther settled for Its recorded

amount or a gain or lass upon settlement Is recorded. Covista is currently assessing but has not yet
determined the impact of SFAS 143 on Is financial position and results of ope:at!ons‘. '
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COVIST A COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
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FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

ISSHDOHd d04.d31Ld300V

In October 2001, the FASB lssued Slahement of Finandal Accounting Standards No. 144 ("SFas 144"),
Accounting for the Impairment or Disposal of Long Lived Assets”, which is effective February 1, 2002.@

* SFAS 144 replaces the Statement of Financial Accounting Standards No. 121, Accounting for the '

Impairment of Long Lived Assets and for Long-Lived Assets to be Disposed Of". SFAS 144 requires that™s

. Jong-fived -assets be measured at the lower of the carrying amount or fair value, less cost to sell, o
.whether Included In continuing operations or In discontinued operations. ‘Covista Is currently assessingo',
** but has not yet determined the impact of SFAS 144 on its financial position and results of operations.

3. *SEGMENT REPORTING

0l §1- 124010

. "The Company sells he!eoommunlcat!on services to two dlsﬂnct segments: a retall segment,’ cons!stlng

" primarily of small to medium size businesses within the Northeastem United Stats, and a whol&sal
. - segment, with sales to other te!ecommunlcaﬂons carriers.

o
J>

- In addltion to dlrect casts, each segment is altoqated a proportion of the Company’s opemﬁng

expenses, Including utilization of its switch and facillties. The ‘allocation of ‘expenses Is based upon they,
minutes of use flowing through the Company’s switching network. There are no. intersegment sales. O
Assets are held at the consolidated level and are not allocable to the operating segments. Management(,,
evaluates performance on operating r&sults of the two business segments.

‘ Summarized financial information concemlng the Company’s reportable segments Is shown in theo

following table. c.o
I\)
Retall ‘Wholesale . Total 8
2002 )
Net sales $ 47423502 § 47,889,194 $ 95,312,696,
Gross margin _$ 18021471 § 815,423 $ 18,836,898
Operating loss $ (7,013,376) $ (5,148,618) $(12,161 9943’0
2001 ' , | I ' .%
Net sales ' § 53487012 § 79,743425 $133,230,431
Gross margin $ 13,082,019 $ 5,353,899 ¢ 18435918
Operating loss , $ (6,541,566) §(2,192,043) $(8,733,609)
2000 . . R
Net sales $ 69,023,194 ¢ 70,737,303 $139,760,497
Gross.margin . $ 20,712,262 $ 6,253,857 $ 26,966,119
Operating loss '$ (3,905,664) § 2,996,502 $( 909,162)
Operating (loss) income after other compensation - '$ (6,760,900) '$ 81,184 $ (6,679,716)
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COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

‘4. INVESTMENT SECURITIES

5. PROPERTY AND EQUIPMENT

FOR THE.YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

Invshnents avallable for sale consist of:

2002 2001

, Gross Unrealized Market Gross Unrealized - Markat
Bond - $25000 § - $ -+ §$ 25000 °§ 25000 $ - 4 - § 25,000
Mutal Funds 414773 - - 414773 . 200,000 - % - 200,000

073 Ao & - SO KON L7 & smow

The deferred tax on the net unrealized galns at January 31, 2002 and 2001 were $0 and $0, respectively:
~resulting In net amounts of $0 and $241,307 in Accumulated Other Cerpprehens!ve Income.

The bond will mature in 2005.

. Property and eqpipmeni; mnsl;& of:
2002 - T 2001

Bd - D-002-€00Z - 2SdOS - NV ZE:0 b 1890100 61.0Z - ONISSTOO™d-HO4 A3LdTIIV

Machinery and equipment $ 17,064,974 $ 16,429,970
Offica furniture, fixtures and equipment - 2,672,237 2,755,736.
Leasehold improvements . ' © 1,497,811 1,375,200 .
Vehides: | . _ - 181,256 - 181,256 Q
Computer equipment.and software .o _ 7325243 6,881,624
Machinery and equipment in progress ; 2,102,895 - 93339 o
-_ o .30,844,416° 27,717,125 S
Less accumulated depreciation and amortization . 18354790 __ 14,696,546

’ © . 4 200eS 4130059

" Depredation and amortization expense related to property and eq!._ﬂpment for'_,t_he years ended .
January 31, 2002, 2001 and 2000, was $3,658,244, $3,433,004, and $2,862,151, r&specﬂvely .
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COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

6. INCOMETAXES .
The provls!on (benefit) for Incometaxa includes Ehe fol!owlng'

_Federal - - ’

.~ Current - - . $ -.$ .= ¥ .
" Deferred - ) - - 1,893,850
'Statehcometaxs . . . .

Current : : a - - .
Deferred . oo = = 809,768
s - = & 2703518

OS - NV 2£:04 §1:4840100 6102 - ONISSTO0Yd EIO:I._"GEI_LCEIOOV

Deferred Income taxs reﬂed: the ,het tax effects of temporary dlfferencs between the carrylng'U
amounts of assets and liabilitles for ﬂnandal reporting purposes and the amounts used for iIncome taxo
purpeses, Valuation allowances are provided against assets that are not Ilke!y to be reallzed.

I\J
The Income tax effects of signiﬂcant ltems comprising the Company’s net deferred tax asset (liability) §
are as follows: ; R
o
, 2002 2000 . &
‘ Current long-term .  Cuirent Long-term
Deférred ta assets: - - Lo e Ay
Allowance for doubtful accounts ~ § 1,991,860  § . - $ 1516570 § -3
‘Accrued compensation expense ‘ - 268,130 - - 597,480 &L
Unamortized lease Incentive . - - - . 89,380 -0
‘Accruied expenses 332,560 - - 77,180 -2
-Net operating loss carryforward- © ~. . - 10,877,719 . =" 6566190 ©
Alterative mlnlmumtaxu'edit SR . - 593,840 ..’ 593,940
Other L 74550° . . - -
" Total gross deferred tax assets 2,398,970 - 11,739,789 1,593,750 - 7,846,990
Less: Valuation allowance ~ ~ (2398970)  (9.530.179) (1599750 _15.§1LZEQI
Totalnetdeferredtaxasset ' - _2..292._6_1.!1"-_ . 2,034,200
. Deferred taxllabmtls . - o
Property and equipment : -- . (2,209,610) - (1,937,820)
Cther - . ' : = .= . .—{96.:380)
Total deferred tax llabilites — = 200600 ___ - 034,200

Netdeferrec;taxaset(ﬂablﬁty)- & A SR ¥ Y S



COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) °
FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

Areconcillation from the U.S. stammwtaxmteofﬂ%mﬂxeeffecﬁvetaxrateforlncometaxsonme
" consolidated statements of (loss) eamings Is as follows:

" :Computed expense at statutory rates $ (4,069,660). $(2,933,963) $(2,281,599)
'(Reductions) Increase In taxes resuiting from. ' : :
. Tax exempt Interest Income - (550). - (3:140) 7 (37320)
. State taxes (beneﬁt), net of federal income - : :

tax benefit . (708,853) (513,164) - (191,230)

Put agreement ' - .- 1,219,549
Valuation allowance ~ . 4,522,609 3,703,659 . 3,702,881
i — i = $..2703618

At January 31, 2002, for-. Federal Income tax purposes, the Company had net opeiating loss
carryforwards of appro:dmate!y $24.4 million which will begin to expire In stages In the year 2020, and
alternative minimum tax credit carryforwards of approximately $594,000. The alternative mln(mum tax
credit does not expire.

LEASE COMMITMENTS
The Company rents various fadilities under lease agreements classified as operat!ng leases, Several of

the underlying agreements contain certaln Incentives eliminating payments at the Inception of the lease.
‘Lease Incentives are amortized on a straight-line basis over the entire lease term. Under terms of these

- leases, the Company is required to pay its prcporﬁonate share of Increases In real estate taxes,
i operat!ng expenses and other related costs. .

The Company leases warehouse space In Belleville, New Jersey from a partnershlp in which two of the
partners were directors and major shareholders of the Company. Both partners are no longer directors.
During the fiscal years ended January 31, 2002, 2001 and 2000, the Company paid.rent of $21,530,

. ¢+$449,479 and $62,848, respectively to the pa@ershlp. The Iease expired on November 30; 1998, -and

_has been renewed subject to termination upon 120-days prior written notice by efther party. The Iease
was amended on August 31, 1999 to provide an annual rate of $47,980. The lease terminated during

. ‘theflscal. year ending January 31, 2002.

0€l Jo ZG eﬁ?d - 0-002-€00¢ - OSdOS - WV €€:04 §1-412Q0P0 610C - ONISSTIO0Yd ¥O4 A3LdIOOV

Covista has entered Into a lease’ agreement for 28,000 square feet of office space In Chattancoga,

Tennessee, with Henry G. Luken IN who is Covista’s Chalfmar of the Board and its principal
shareholder. The term of the lease is for five years beginning Septembeér 1, 2001, The lease pravides

* -for annual rent of $86,400 from September 1, 2001 to August 30, 2002; $115,200 from September 1,

2002 to August 30, 2003; $144,000 from September 1, 2003 to August 30 2004, with the last two years
to be $144,000 annually adjusted for the Consumer Price Index. cOvista belleves that such premises

* are leased on terms similar to an arm’s length transaction.




COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000
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In July 2001, Covista entered Ifto an approximately $1,245,000 sale and leaseback transaction whereby%)

“4 . Covista sold and leased back new and exiting telecommunications switching equipment purchaseds
i earller in the current fiscal year. “The equipment was sold for the original purchase price. The term Is-
i . three years and Covista has an optien to repurchase the equipment at fair market value at leaselS
gk termination, The related lease Is being accounted for as an operating lease, . o
A . - . : : :
‘ .In November 2001, Covista negotlated another sale and leaseback transaction for a secon S
) telecommunications switch for approximately $1,092,700. The lease contract Is similar to the firstS:
L transaction, with a term of three years with an option to repurchase the équipment at falr market value®
h at lease termination. The second lease s also accounted for as an operating lease. -
& . .
5 . Future minimum annual rentals on these leases as of 'january 31, 2002 are as follows: .
Year ending January 31, - :
2003 : $ 1,919,281
2004 - " 1,213,050
2005 ' 1,090,740
2006 426,640
2007 - ' 366,640
2008 and thereafter. —1,504,391

£6.520.742
Rental expense for the years ended January 31, 2002, 2001 and 2000 was approximately $2,355,000,
$1,500,000, and $1,377,000, respectively.

8. EMPLOYEE BENEFIT PLANS °

———— 2
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‘*‘:- . The Qompany. has established a savings incentive pian for substanﬁélly all employees of the Companxé’
- b - which Is qualified under section 401(k) of- the Interal Revenue Code. The savings plan provides for
‘i . "+.contributions to an Independent trustee by both the Company and its partidpating employees. Under

;‘ - ' the plan, employees may confribute up to 15% of their pretax base pay. The Company matches:50%
4 T of the first 6% of particpant contributions. Participants vest linmediately in their own contributions and
m ’ -<over a period of six years for the Company’s contributions. Company contributions’ were approximately
j R " $162,000, $95,000, and $125,000, for the years ended January 31, 2002, 2001 and 2000, respectively.
A 9. STOCKOPTION PLANS e
'“ ' . K Thé Company has four stock option plans authorizing the granting of either-Incenﬂve‘Stcd*t bpﬂo'ns or
- Nonqualified Stock Options. The-1987 Stock Option Plan. (the 1987 Plan*) provided for the Issuance of

‘an aggregate of not more than 1,329,800 shares of the Company’s Common Stock. - The 1996 Stock
.Option Plan (the *1996 Plan*) provides for the.Issuance of an aggregate of not more-than 600,000
oy *shares of the Company’s Common Stock. The 1999 Equity Incentive Plan (the *1999 Plan®) pravides for

: . the Issuance of an aggregate of not more than 750,000 shares of the Company’s Common Stock. The
- _ 2001 Equity Incentive Plan (the *2001 Plan®) provides for the Issuance of an aggregate of not more than
e - 900,000 shares cf the Company’s Cemmen Stock. - . SR - Ce




. COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

Stock Options granted pursuant to the Plans must have an exercise price equal to at least 50% of the
fair market value of the Compariy’s Common Stock at the time the option Is granted. Incentive Stock

Options may be granted only to employees. Nonqualified Stock Options may be granted to employees
-as well as directors, independent contractors and agents, as determined by the Board of Directors. Ajl
options available to be granted under the 1987 Plan were granted prior to September 1, 1997, All
_ options available to be granted under the 1996 Plan, totaling 49,350 at January 31, 2002, must be
- granted by October 10, 2006. All options avallable to be granted under the 1999 Plan, totaling 242,667
" at January 31, 2002, must be granted by February 23, 2009. All options available to be granted under
the 2001 Plan, totaling 47,400 at January 31, 2002, must be granted by February 8, 2012, ’

At Jahixary 31, 2002, shares un.dei' the 2001 Plan héd not been registered by the cgmpany. The options
cuirently outstanding have ‘terms that expire between five and ten years from the date of grant and
vest over a period of one to four years from the date of the grant. : ) .

On February 23, 2000, the Board of Directors passed a resolution ‘allowing the Company to reprica all
outstanding options granted under the: 1996 Plan and the -1999 Plan. All outstanding options,
appraximately 243,000 net of cancellations, which were originally granted at prices ranging from $14.63
to"$21.50 per share were repriced to $14.25 per share, Accordingly, the option prices per share and
weighted average exercise price in the following 1996 Plan and 1999 Plan tables have been restated to
" reflect the $14.25 exercise price. All other terms and conditions, including vesting periods remain
unchanged. The repriced options are subject to variable plan accounting and as a result there was no
Income statement effect. of these options In the yedr ended January 31, 2002 and January 31, 2001 due
to the decrease In the Company’s stock price below the new exercise. price.

On February 1, 2001, 35 em.ployees were given the opportunity to cancel 248,200 options to purchase
Common Shares. All 35 agreed to cancel the options. On August 2, 2001 248,200 options to purchase
Common Shares were Issued at the then cdlosing market price of $5.65 per share. - .

Information regarding options under the 1987 Plan Is as follows:

M@Q

> Option Prica .  Average
. - PerShare . Outstanding Exercisable Exercise Price
. January 31, 1999 balance © 4§051-$481 . 310,000 310,000 $ 177
* . Bxercised _ $0.51 - $4.81 (211,000) - (11000 & 225
* January 31, 2000 balance _§051-$1.00 99,000 99,000 . $ 075
Exerdsed =~ - $ 051 L(16500) - (16,5000 - $____0.51
" January 31, 2001 balance $0.51 - $1-:oo. " 82,500 82,500 .§  0.80
.Exercised $ . 100 (16,500) (16,500 $ 100
Cancelled - ~ 3051-$100 . (66000) ___ (66,000) $ - 080

January 31, 2002 balance - : - —

-
e A 4 a aseer Awmama s
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- COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NGTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000 *

Information regarding options under the 1996 Plan Is as follows:

,...-.a,_.,-...,-.._.__a .
TN T E : o .

o

e

Per Shars Qutstanding [Exercisable  Exercise Price

January 31, 1999 balance . $7.25-$1425° 342,100 175000 ° $. 10.99
Granted . _ ' $14.25 261,500 : - $ 1435

- : Became Exercisable $14.25 . - 87,683 - $ 1425
" .Exercised $7.25-41425  (165,500) (165,500) $ 790
. Cancelled $§725-31425 ___(94.100) _- = .4 1425
~January 31, 2000 balance $10.00-$14.25 . 344,000 97,183 $ 1406
Became Exercisable . ' $1425 - - 18,184 § 1425

+ Cancelled’ —$1425 __(250600) . _ (640000 _$ - 1425
January 31, 2001 balance $10.00 - $1425 ° 84,400 . 51,367 $. 1350
Granted $2.00 523,000 - - $ . 200
Became Exerdisable $2.00 - . 101,000 $ 2.00

" Cancelled . $2.00-$1425  (259,400) (51,367) $ . 574
Exercised $200 __ (5,000) (5.000) $ - 200
January 31, 2002 balance . . $200 343000 _96.000 200

Information regarding options under the 1999 Plan Is as follows:
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: Weighted
Qption Price ' Average
. PerShare .. .Quistanding [Exercisable’ Exercise Pricn
January31,1999tialance B - .=t - $ -
- Granted $°1425 - 684,500 - - - $ 1425
- Became Exerdsable . : $ 14.25 - 48,000 - $ 1425
Cancelled ’ $_1425 __(163.500) : . 4 1425
© January.31, 2000 balance $ 1425 . 521,000 - 48,000 $. 1425
- Granted $ 1425 ' 365100 - $ 1425
, 'Became Exerclsable : $ 1425 . - 92,375 $ 14325 .
Cancelled o $ 1425 __(372.600) (48,000) $§ 1425
. January 31, 2001 balance $ 14.25 513,500 - 92,375 $ 1425
Granted | $ 200-57.00 - 558,400 - $§ 376
Became Exercisable $ 2.00-3$3.50 - 8,433 $ . 202
Cancelled . ) $3.00-31425-  (573,000) ~  (89,175) $ 12.93 _
- Exercised $ 200-$350 _ ( 8433) __( 8433 § - 202



. COVISTA COMMUNICATIONS, INC.” AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

Information regarding options under the 2001 Plan Is as follows:

: : Per Sharq  OQutstanding Exercsable Exercise
January 31, 2001 balance $ C - - A
Granted - . $ 2.00-$6.71 855,500 - $ 4.02 .
Became Exercisable " $ 2004565 - 213,899 §
-Cancelled . I 565 (29000 - § 565
©* - January 31,2002 balance ‘- . $.2.00-8671 892,600 __ 213890 i __ 402

“The following table summarizes information about options outstaniding as of January 31, 2002 under the
1987,.1996, 1999 and 2001 Plans: . ; .

. Options Outstanding . ' . Options Exercisable
o~ * " . Average -Weighted . Weighted
Numberof Remalning Average Numberof - Average
Range of Shares Contractual’  Exercise Shares Exercise

exercise prices outstanding Lifs Prica outstanding Prica

$2.00 - $7.00 1672867 523 $352 309899 $3.56
$7.01 - $14.25 13200 - 307 $1435, 3200 | $1425

The Company has adopted the disclosure-only provislon of SFAS No. 123, “Accounting for Stock-Based
Compensation.” Had compensation cost for the Company’s plans been determined based on the fair
value at the grant date for awards in the fiscal years ended January 31, 2002, 2001 and 2000,
-cansistent with the. provisions of. SFAS No. 123, the Company’s net loss and basic'and diluted loss per
share would have been $10,837,464, $1.06 and $1.06 for 2002; $8,886,465, $1.23 and $1.23 for 2001;
$10,068,538, $1.43 and $1.43 for 2000. :

e
&
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The fair value of the. option grants Is estimated based on the date of grant using the Black-Scholes
option-pricing model with the following welghted-average assumptions used for-grants In fiscal 2002,
.2001, and 2000: dividend yield of 0,00% for the threé years; expected volatility of 165.18%, 62.23%
and 46.11%, respectively; risk-free Interest rate of 6.47%, 7.85% and 6.02% respectively; and
expected lives of 3 to 5 years for each of the three years, - :

10. STOCK GRANTS.

The Company, at the.dlscretion of the Board of Directors, has awarded from time to time to-
management personne! shares of its Common Stock at par value. These shares vest over a period of
three to five years. The Company awarded 0 shares, O shares, and 1,000 shares of its Common Stock-

" and recorded compensation expense of $ 12,011, $266,565, and $204,015 for the years ended January -
31, 2002, 2001 and 2000, respectively. .

. Shares cancelled by the Companw_) due to termination or resignation of the recipients for the years ended.... ...
..January 31, 2002, 2601 and 2000 totaled 0, 4,000 and 35,383 respectively, which amounts have been
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COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

11 LONG-TERM DEBT
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On July 2, 2001 , Covista recelved a Joan from Henry G. Luken III, fts Chairman of the Board and principal,
shareholder, in the amount of $4,000,000. The loan matures on February 1, 2003 together with accumulateed
Interest at a rate of 8% per annum. The proceeds of the loan were used to purchase a 10-year commitment fop
approximately 2.8 billlon DS-0 ehannel miles of telecommunications network capacity from an unaffifiated partf)
This prepaid network capacity Is included In prepaid expenses (current portion of $400,000) and cther assefs
(fong term portion of $3,600,000, net of current year amartization of $233,000). The cost will be amortized
operations based upon the greater.of capacity use or straight line over the term of the agreement. The
unaffillated party has recently filed for Chapter 11 reorganization; however at the ime of this filing Is continuing,
to perform under the agreement. ~ Mr. Luken also advanced the Company, $400,000, the proceeds of which
were used for construction of new fadiities, The agreement calls for interest to be accrued at a rate of 8% pef,

annum. The total balance of the llability Is $4,400,000 plus accrued Interest at; January 31, 2002, (see Note 21b)!;
' . <. . J ) .
: =

As of January 31, 2002, Covista owes a remaining balance of $381,405 loan payable to a New Jersey bank, all ab

- which Is classified as current. The Interest rate on the term loan Is 7.71% and Is payable the scheduled monthfp

Installments of $55,923. The term loan requires the Company to meet certain covenants. The tem loan &
collateralized by certain of the Company’s machinery and equipment. At January 31, 2002, the Company wdo
not In compllance with these covenants. - ’

0-002-€00¢ -

12. OTHER COMPENSATION : CL,

On September 21, 1999, the Company entered Into an agreement with Warren Feldman, Chairman of th
Board of Directors and a shareholder of the Company. As part of this agreement, a lump sum In th¥
-amount of $500,000 was paid to-Mr. Feldman in settlement of his employment agreement. The Compaffy
paid $650,000 and Mr, Walt Anderson, a major sharehalder, pald $250,000. Mr. Feldman’s Employmegt
Agreement would have been In effect until December 31, 2001. The Company expensed the $900,003'

+ with the $250,000 being accounted for as a capital contribution. =

Simultanecusly, Revision LLC and Mr. Walt Anderson ("Revision/Anderson®) and the Company entered Int®
put option agreements with Warren Feldman, Sol Feldman (“the Feldmans”) and Leon Genet, ("Genet”) a
director of the Company. These Put Option agreements allowed the Feldmans and Genet the right to sell

_thelr shares of the Company to Revision/Anderson at a price of $16.00 per share and cbligate
Revislon/Anderson to purchase the shares during an exercise period beginning on December 11, 1999 and
ending on Febfuary 10, 2000. Revision/Anderson purchased the shares under the put option agreements
prior to the deadline, with the exception of 100,778 shares still held by the Feldman’s. The Company had
no obligation to purchase -any shares from the Feldmans ot Genet. The dosing market price of the
Company’s shares on September 21, 1999, the date of the agreements, was $12.25, and the total number
of shares covered by the agreements was 1,208,137, Using a binomial valuation model with an Interest
rate of 5% and a volatility rate of 50%, the fair value of the Put Option agreements was determined to be
approximately $4.03 per share or $4,870,554: In accordance with the Securities and Exchange Commission
Staft Accounting Bulletin No. 83, the Company accounted for this non-cash transaction as a charge to
expense and a credit to paid-in capital during the quarter ended October 31, 1999.

[




COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES °
. NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (cantinued)

13. ’
".During the fourth quarter of fiscal 1999, the Company recorded a rshuch.ﬁing charge of aﬁpro:émately

FOR THE YEARS ENDED.JANUARY 31, 2002, 2001 AND 2000
RESTRUCTURING

$2,368,000 related to' the adoption by the Company of a formal plan for restructuring is focus of

. operations, The restructuring was adopted-in an effort to concentrate the Company’s efforts on the

Northeastém United States market. Elements of the Company’s restructuring plan included eliminating the
sales offices In Florida, Alanta, Georgla, Washington D.C. and the United Kingdom as well as.the Miami”

[

‘For the fiscal year ended January 31, 2000, amounts aggregating approximately $1,797,000 api::lléd

against the accrual consisted of approximately $1,280,000 for the write down of the Miami ‘switch,
approximately $99,000 for the line Installation costs, approximately $51,000 for payments made én the

- Fort Lauderdale lease, approximately $327,000-for severance payments and approximately $40,000 for

payments made to shut down the U.K. operation. Additionally, an aggregate of approximately $319,000
which'Is reflected as a credit through the restructuring charge line In the fiscal 2000 consolidated financial
statements consisted of approximately $97,000 reduction In the severence accrual, approximately $20,000
for the reduction .of the fringe benefit accrual. and $202,000 reduction In the accrual on the Fort
Lauderdale lease, due to revisions In the lease, The salvageable components of the switch were relocated

- to the Company’s New York City switch In the third quarter of fiscal 2000, After restructuring’ charges

14, COMMITMENTS AND CONTINGENCIES

incurred, the balance In the resetve at January 31, 2000, of approximately $12,000, consisted. of the
settlement: of the lease In Fort Lauderdale, Florida. . : .

In the fiscal year ended January 31, 2061, the Company sétﬂed, for apbro)dmate!y $12,000, the balance
on the lease In Fort Lauderdale, Florida, which was charged against the restructuring reserve.

The Company Is Involved In varlous legal and administrative actions arising In the normal course of

j L3OOV
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business. While the resolution of any such actions may have an Impact on the finandal results for the -

period In which it'is resolved, management belleves that the ultimate dispesition of these matters will

" not have a material adverse effect upon its consolidated results of operations, cash flows or financlal

15.

position.

LOSS PER SHARE C .
Basic lost per share was computed by dividing net loss by the Weighted average number of shares of
Common Stock outstanding during each year. Diluted loss per share was computed on the assumption

that all stock options converted or exercised during each year or outstanding at the end of each year
were converted at the beginning of each year or at the date of Issuance or grant, if dilutive.
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COVIST A GOMMUNICATIONS INC. AND SUBSIDIARIES

NOTES TO CONSOLYDATED FINANCIAL STATEMENTS (continued)
" FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

condllaﬂon of the Ioss and common shares induded In the oomputatlon of basic loss per common share and diluted loss per common share for the

anded January 31, 2002, 2001 and 2000 ls as follows.

-:
..4

’

'-.gogg "

2000

Toss Shares Per Share Loss Sharlesmr PerShal;e Loss © Sharls Per Shars -
f L nal Limeral . na 1
?@:: (11,069588) | 10203610 $(117) | (8,629,304) 7,324,085 $(1.18) |  (9414202) | 7,068,875 $(1.33)
2 _on |
Fdiutive
wm‘s N 0 -
1o yr share S HiiA | IE5EaW | Zadam | | S04 | SRSAZ0N | Z0mad | &A3D

10,203,610

v .
‘l

inding stock options to purchase shares of Common Stock were not included in the computation of diluted loss per share for the flscal years ended

HILoma

Y 3!, 2002, 2001 and 2000§because to do so would have been anﬂdllutlve.
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COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

FOR THE YEARS ENDED.JANUARY 31, 2002, 2001 AND 2000

" . InFebruary 1999, theCompany’sBoardofDlrectarsauﬂno@dﬁ\etemﬂnaﬁonofmeESOPP!an TheIRS -

Ownership Plan (the “ESOP Plan”).
“the Company ¢ontributed 600,000 shares of its Common Stock to the ESOP Plan. The Common shares
- were recorded at falr value at the date contributed to the ESOP, totaling approximately $12.2 million, -

-On September 1, 1998, the Company established the Covtsta Communications, Inc. Employee Stock

16. QUARTERLY FINANCIAL ]NFORMATION (UNAUDITED)
- Amounts in thousands except per share data.
. Aprﬂ 30,1999 | ° July31,1999 | October31,1999 | January 31, 2000-
Net sales $ 33,530 $ 36,617 - %36,988 $32,625
Operating income (loss) 519 590 (5,954) (1,834)
Net eamings (loss) 296 339 (5,539) (4,510)
' Basic eamings (loss) per common share . " 0.04 0.05 (0.77) (0.63)
_ | Difustad eamings (loss) per common share 0.03 0.05 . (0.77) (0.63)
i Apri1 30,2000 | July 31,2000 October 31, 2000 | January 31, 2001
Net sales $31,792 | $24,108 " $33,903 $33,427
Operating Income (loss) (1,606) (1,405) (47 (3,306)
Net eamings (loss) (1,514) (1,366) (2,403) " (3,246)
Basic eamings (loss) per common share (0.21) (0.19) 033) |. (0.45).
Diluted eamnings (loss) per common share (0.21) (0.19) | (0.33) |. {0.45)
April 30,2001 | July 31,2001 | October 31, 3001 Januarv. 31,2002
Net sales " $29,444 $ 28,892 $ 20,467 $ 16,510
Operating income (loss): (4,863) 42 (1,790) (5,551)
Net eamnings (loss) (4,552) . 86 (1,859) . (5,605)
Basic eamings (loss) per cormmon share (0.56) 01 ©.17) (0.52)
Diluted earnings (loss) per common share (0.56) 01 0.17) (0.52)
17. EMPLOYEE STOCK OWNERSHIP PI.AN

Concurrently with the establishment of the nonleveraged ESOP Plan,

with an offset to Unearned ESOP- Shares In the Statement of Shareholders’ Equity. The ESOP Plan was

to be administered:through a trust by a trustee des!gnamd by the Bcard of Directors -

gave Its approval to terminate the ESOP, and the Company officially terminated this plan during 2002, apd

.....

the-entire 600 000 shares of Common Stock were returned to auﬁxoﬂmd but unissued shares of Common

Stock.
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COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
“FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000
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18.

19.

ACCESS CHARGE SETTLEMENT

" expenses in the'quarter ended July 31, 2000, :

A dlrei:tor. of the Company serves on the Board of Directors of Capsule Communications, Iné

‘lssuance of 3,150,000 shares of common stock. The Board of Directors authorized a decrease of
_ 350,000 shares to be purchased by Mr. Leach. S '

NISSEIAOHd.HO:I d3Ld300Vv

In the second quarter of fiscal 2001, the Company received a cash payment of $1,264,483 from oerta@l
Bell Companies in settlement of a class action sult, to which the Company was a party, filed In 1983
relating to alleged overcharges by those companiss. The settlement concluded the dass action with tie-
Bell Companies. The Company’s portion of the settlement was not determined until the second quart&
ended July 31, 2000. The cash payment was recorded as a sepafate Ine ftem as a reduction: of costs

RELATED PARTY TRANSACTIONS |

& o1 4eqergh

("Capsule”) (see Note 21). Also the Chairman of the Company Is the majority shareholder of Capsule.
The Company.- purchases and sells services, to €apsule. Sales-to Capsule In the years ended Janu
31, 2002, 2001. and 2000 were approximately: $615,000,- $532,000 and $681,000, respectivedy.

Purchases from Capsule in the years ended January 31, 2002,.2001 and 2000 were approximatsly

. $660,000, $544,000 and $291,000 respectively. All transactions were based on competitive ten?% .

obtained In arm’s length transactions. . :

. * R .t (D
On February 1, 2001, the Board of Directors of the Company representing a majority ownership of O
the Company, subject to perfunctory shareholder’s approval which  was obtained on March 29, 1,

_ 2001, authorized the sale of a total of 3,500,000 shares of Common Stock to the following three S

persons (the “Purchasers”) in the amounts Indicated: Kevin Alward, 1,000,000 shares; A. John Leach;
500,000 shares; and Henry G. Luken, IIT, 2,000,000 shares. The purchase price for the Common 3
Stock to be Issued to Messrs. Alward, Leach and Luken Is $2.00 per share, based on the fair marketS

value of shares at February 1, 2001. The stock sale was consummated In April 2001 with the O

abed

On February 1, 2001, the Board of Directors of the Company authorized the acquisition of Blink Datz”
Corporation, a telecommunications company, of which Kevin Alward was a prindpal shareholder, =

‘officer and director, for 300,000 shares of the Company’s Common Stock valued at the fair market O,
value at March 29, 2001 for total consideration of $900,000. The transaction was completed on 3
March 29, 2001. ' . o o

On July 24, 2001 and August 9, 2001, the Company Issued notes recelvablé to Capsule for a total
principal of $200,000 and $300,000, respectively with Interest payable at 8 %% to be paid no later

. than one year from each note Issuance.

Jay J. Miller, a Director of Covista, has provided various legal services for Covista during Fiscal 2002. In
Fiscal 2002, Covista paid $144,574 to Mr., Miller for services reridered and accrued for In Fiscal 2002.
As of January 31, 2002, Covista.owed Mr. Miller $179,316. Covista belleves that Mr. Miller’s fees were
reasonable for the services performed and were o less favorable to Covista than could have been

. obtained from an unrelated third party.

" Leon Genet, a Director of Covista, has provided agent services for Covista through his wholly-owned
. Registrant, LPJ, Inc. During Fiscal 2002, LPJ, Inc. was pald commissions of $93,066. The commissions

pald to LPJ, Inc. were computed on the same basis as other Independent agents retained by Covista.



. COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
FOR THE YEARS ENDED JANUARY 31, 2002, 3001 AND 2000

20,

21.

Included In prepaid expensesand other current assets Is a note recelvable totaling $262,500 °

_Co[npany Is in the process of negotiating collection of the note.

_employees.

|

ONISSTOONd HO4 A3LdIDIV

EMPLOYEE RECEIVABLES

evidencing a loan to a former employee of the Company. The ncte bears interest at 11.5% per N

annum, and Is:payable In monthly installments with the last payment due on January 1, 2004. The =

An additional-approximate $179,000 of employee receivables Is Included In prepaid expenses and
other current assets. ' This remaining balance represents loans apd payroll advances to various

SUBSEQUENT EVENTS

a. On February 8, 2002, the Company acquired Capsule Communications, Inc. ("Capsule®) for >
1,724,311 .shares of Common Stock. Capsule Is a telecommunications carrier providing local and =
" long-distance telephone communications services to small and medium size business customers
and residential customers generally located In the Mid-Atiantic reglon and in California; Capsule c"%
Is a related party of which both Henry G. Luken III, the Chalrman and shareholder .of the ~U
Company, and Waiter Anderson, a director and shareholder of the Company, each of whom were" 8
the two major shareholders” In Capsule. The terms of the acquisition were that all shareholders
with the exception of Henry Luken received 0.0917 shares of Covista Comrvion Stock for each v
-share of Capsule Common Stock, and Mr. Liken received 0.0688 shares of Covista Common
- Stock for each share of Capsule Common Stock. The total value of the acquisition was
approximately $11,000,000. :

€€:0b G 4990100 6

b. On February 20, 2002 the Board of Directors approved the private sale of additional Common
Stock of up to $12,500,000. The Investment would incdude a cash infusion of $4,800,000 for
debt or Common Stock, contribution of $3,300,000 of fixed assets for debt or Common Stock and
the conversion of all existing long-term debt to Common Stock at $5.00 per share. The - °
commitment for funding for the Investment Is anticipated to come primarily from the current’
Chalrman of Covista's Board and Is subject to shareholder's approval at the next annual or
scheduled meeting of stoekholders. - As of May 14, 2002, $2,600,000 of cash was received from
the Chairman of Covista’s Board In exchange for debt. Finally, the Comipany Is planning to obtain
a line of credit from a bank. If such line of credit Is not obtained, the Chalrman. of the Board has
committed to loaning $2 million to the Company through at least the second quarter &f Fiscal -

C 2004 : ; 7 ' :
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COVISTA COMMUNICATIONS, INC. AND SUBSIDIAHIES
Schedule Il - Valuation and Quam‘ylng Accounts (Consolidated)

-

Column D Col

ColumnA . . 'ColumnB ColumnC *

(A) chresents write-off of accounts recexvablc against the allownce in Fiscal Year 2002. -

- ONIS gac-)oaq Y04 4314300V

E
Additions
) Charged . . Charged to
-« - Balance at (Credited)to  Other ance
. S - ‘Beginning Costand  Accounts- Deductions- atEndef
" Description . of Period Expenses Describa - Describe pm@
. YEAR ENDED JANUARY 31, 2002. S

Reserves and allewances. @
_deducted from asset accounts: | >
Allowanee for uncollectible . A ' 3

accounts $.4075223  $5382,384 § - $4,470:477(A) $ 4982
. ) . . ) . J . . X >
Valuation reserve on . . . : . :
deferred tax asset 4 7406590 § 4618980 §- - § - $12 0%5,5'
. - * } -U
»
O
. | ‘ N
YEAR ENDED JANUARY 31, 2001, 3

Reserves and allowances N
deducted from asset accounts: ?
Allowance for uncollectible . O

accounts - ©$ 1,827,260 '§ 2,346,761 $ - § 98798 § 40752
. L : . ®
Valuation reserve on E ’ . . -
deferred tax asset - § 3,702,881 .§ 3,703,659 $ - § - % 7,4(;%,5

Allowances not deducted: | : : 3
Restructuring reserve o $ 11,995 $ T - $ - 3 11,995 $

YEAR ENDED JANUARY 31, 2000

Reserves and allowances ~ -
deducted from asset acoounts: .

- Allowance for uncollectible - . __— T o .

" accounts - $ 1230483 § 1074916 - $ - § 478139 $ 1,827
Valuation reserve on ‘ o Co . '
deferedtaxasset - © ¢ - - § 3,702,881 $ - 4 L $ 3,702

" Allowances not dedlucted: . .

Rstrucmring reserve $2 128,000 $ (318,879) $ - § 1,797126 § 11,
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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

. (Mark one)’
[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the quarterly penod ended: October 31, 2002
' OR

[ 1 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE'ACT OF 1934 .

_For the transition period from to

Commission File Number 0-2180

* COVISTA COMMUNICATIONS, INC.
(Exact name of registrant as specified in its charter)
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(State or other Jurisdiction = - : , (1.R.S. Employer
incorporation or organization) Identification No.)
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Indicate by check mark whether Covusta 1) has filed all reports required to be filed by Section 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period
that Covista. was required to file such reports), and (2) has been subject to such ﬁhng requnrements for
" the past 90 days. :

' " Yes [X]No [ ]
Indicate the number of sharés outstanding of each of the issuer's classes of .
common stock, as of the latest practicable date.

Class Outstanding at December 16, 2002
Common Share, $.05 par value - 12,698,752 shares
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ITEM 1 - FINANCIAL STATEMENTS

. COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS

(Unaudited)
Nine Months Ended Three Months Ended
October 31, October 31
. 2002 2001 2002 2001

NET SALES ° $ 77,002,274 $ 78,803,039 $ 26,773,184 $ 20,466,685
Costs and Expenses . ' : -

Cost of sales . 54,341,941 64,423,267 18,185,528 15,335,763

Selling, general and administrative __30,717,399 _ 20,990,705 9,846,672 6,821,048 .

Total costs and expenses 85,050,340 _ 85,413,972 28,032,199 22,256,811
OPERATING LOSS '

8.057.066) (6,610,933

Other Income (Expense) '
. 94,392

(1,259.015) _ (1,7980.126)

247 18,752

Interest income 44,576

Other income 26,472 305,267 . 33,680
Interest expense (388.457) (154.783) (133,144) _  (121,256)
‘Total other income (expense) (317.409) 244,876 (132,897) (68,824)

Loss before benefit from income taxes (8,374,475)  (6,366,057)

(1,391,812) (1,858,950)

Benefit from income taxes 511,220 - - -
NET LOSS (7.863,255) (6,366,057)  (1,391,912) (1,858,950)
COMPREHENSIVE LOSS § (7863.255) $(6366.057)  §.01.391.912) S(1.856,050)
BASIC LOSS PER COMMON SHARE $ (0628 (084 ‘%_L (011)8  (017)
DILUTED LOSS PER COMMON SHARE $ 062)$ (064 § . (040$ (047
DIVIDENDS PER SHARE o ,  NONE NONE’ NONE  NONE

’

4

See notes to condensed consolidated ﬂnanciél statements
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COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS
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October 31, January 31,
2002 2002 -
(Unaudited) (Note)
ASSETS
CURRENT ASSETS:
| Cash and cash equivalents $ 3,381,369 $ 1,379,038
Investments available for sale - - 439,773
Notes receivable - 500,000
Accounts receivable, net '. 16,937,991 10,252,837
Prepaid expenses and other current assets 534,164 ‘ 1,373,780 -
TOTAL GURRENT ASSETS 20,853,524 13,945,428
PROPERTY AND EQUIPMENT, NE;I' : 14,657,592 12,489,626
OTHER ASSETS:
‘ Deferred line installation costs, net 579,519 174,785 .
Intangible ass,ets,.net . 2,441,532 -
" Goodwill, net . 8,307,850 . -
Other assets . 3,962,091 - 4,646,952 .
' 15,200.992 4,821,737
Note: The condensed consolidated Balancé sheet at January 31, 2002 has been

derived from the audited consolidated financial statements at that date.

See notes to condensed consolidated financial statements
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COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS
October 31, Jaﬁuary 31,
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2002 : 2002
. : (Unaudited) (Note)
LIABILITIES AND SHAREHOLDERS' EQUITY
CURRENT LIABILITIES: _ _
' Current p'ortion of lc;ng-term debt | $ 1,659,583 . $ 381,405
Accounts payable ) 26,023,878 . 19,465,274
| Other current and accrued liab.ilities 6,544,898 | | 4,434,795 ' |
Salaries and wéges payable 409,441 - 991,012
TOTAL CURRENf LiABILlTIES ’ 34 637. 801 ' 25,272 486
Other Long Term Liabilities - 2518 15,466
Long-Term Note Payable - Bank ' | 2,377,029 -

- Long-Term Note Payable — Shareholder - . 7.000,000 - 4,400,000
Total Notes Payable 9.377.029 4,400,000
SHAREHOLDERS' EQUITY

Common stock ' 711,443 619,288
Additional paid-in-capital ' 38,521,038 25,650,098
Accumulated deficit " (31,102,339) (23,255,107)
o 8,130,142 3,014,279
Treasury stock ‘ (1,445440) (1,445,440)
Total Shareholders' Equity . 6,684,702 - 1,568,839 .
Note; The condc;.nsed consolidated balance sheet at January 31, 2002 has been

derived from the audited consolidated financial statements at that date.

See notes to condensed consolid'afed financial statements.



COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

See notes to condensed consolidated financial statements.

5

(Unaudited)
Nine Months Ended
. October 31,
2002 2001
OPERATING ACTIVITIES: :
Net loss ' . $ (7,863,255) $ (6,366,057)
Adjustment for non-cash charges 6,918,842 5,691,632
Gain on sale of marketable securities - (262,234)
Changes in assets and liabilities, net of effect of -
Acquisitions . (441.463) _(2.162,645)
Net cash used in operating activities _(1,385,876) _(3.099,304)
. INVESTING ACTIVITIES:
Cash acquired in purchase of business 1,179,165 90,402
Proceeds on sale of marketable securities ‘ 439,773 - 1,141,302
Purchases of marketable securities (608,369)
Purchase of prepaid network capacity . - (4,000,000)
Purchase of property and equipment - (3,028,664) (4,182,146)
Proceeds from sale and leaseback transaction - 1,245,339
Additions to deferred line installation costs (404,734) (32,803)
Net cash used in investing activities _(1,814.460) (6,346,275)
. FINANCING ACTIVITIES: '
Sale of common stock ] _ 315,963 6,326,666
Proceeds of loan from shareholder . 2,600,000 4,000,000
Proceeds from bank borrowings 3,775,000 -
Repayments of bank borrowings _(1,488,296) ' (456,972)
Net cash provided by financing acthtles 5,202,667 9,869,694
NET INCREASE IN CASH AND :
CASH EQUIVALENTS 2,002,331 424,115
CASH AND CASH EQUIVALENTS, Co . '
. BEGINNING OF PERIOD * 1,379,038 2,691,889 -
CASH AND CASH EQUIVALENTS, :
END OF PERIOD $ 3,381,369 $.3.116,004
SUPPLEMENTAL DISCLOSURE OF CASH
FLOW INFORMATION: . .
Cash paid (received) during the périod for: . : _
- Interest X $ 346679 - $ 46,339
Income taxes - $ (511,220) $ (16,828)
Business Acquired
Fair Value of Assets excluding cash ~ $21,849,458 (2,162,145)
Less Liability Assumed (10,056,503)
Less: Stock Consideration for busmess acquired (12,972,127)
Cash acquired 1,179,172

90,402
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COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

NOTE A--BASIS OF PRESENTATION

The accompanying unaudited condensed consolidated financial statements have been prepared in
accordance with generally accepted accounting principles for interim financial information and with the
instructions to Form 10-Q and Rule 10-01 of Regulation S-X. They do not include all information and
notes required by generally accepted accounting principles for complete financial statements. However,
except as disclosed herein, there has been no material change in the information disclosed in the notes to
the consolidated financial statements included in the Annual Report on Form 10-K of Covista
Communications, Inc. (formerly Total-Tel USA Communications, Inc.) and Subsidiaries (Covista) for the
fiscal year ended January 31, 2002. In the opinion of Management, all adjustments (consisting of normal
recurring accruals only) considered necessary for a fair presentation have been included. Operating
results for the nine-month period ended October 31, 2002 are not necessarily indicative of the results that
may be expected for the year ending January 31, 2003.

NOTE B -NEW ACCOUNTING PRONOUNCEMENTS

In June 2001, the FASB issued Statement of Financial Accounting Standards No. 142 ("SFAS 142"),
"Goodwill and Other Intangible Assets”, which is effective January 1, 2002. SFAS 142 requires, among
other things, the discontinuance of goodwill amortization. In addition, the standard includes provisions for
the reclassification of certain existing recognized intangibles as goodwill, reassessment of the useful lives
of existing recognized intangibles, reclassification of certain intangibles out of previously reported goodwill
and the identification of reporting units for purposes of assessing potential future impairments of goodwill.

In August 2001, the FASB issued Statement of Financial Accounting Standards No. 143 ("SFAS 143"),
"Accounting for Asset Retirement Obligations”, which is effective for Covista’s fiscal’ years beginning
February 1, 2003. SFAS 143 requires recording the fair value of a liability for an asset retirement
obligation in the period in which it is incurred, and a corresponding increase in the carrying value of the
related long-lived asset. Over time, the liability is accreted to its present value each period, and the
capitalized cost is depreciated over the useful life of the related asset. Upon settlement of the liability, it is
either settled for its recorded amount or-a gain or loss upon settiement is recorded. Covista is currently
assessing, but has does not expect the impact of SFAS 143 to be material to its financial position and
results of operations. .

In October 2001, the FASB issued Statement of Financial Accounting Standards Ne. 144 (“SFAS 144"),

“Accounting for the Impairment or Disposal of Long Lived Assets®, which is effective for all fiscal years.

beginning after December 15, 2001. SFAS 144 replaces the Statement of Financial Accounting
Standards No. 121, Accounting for the Impairment of Long Lived Assets and for Long-Lived Assets to be
Disposed Of. SFAS 144 requires that long-lived assets to be meaSured at the lower of the carrying
amount or fair value, less cost to sell whether included in continuing operations or in discontinued
operations. Covista is currently assessmg, but does not expect the |mpact of SFAS 144 to be material to
its financial position and résults of operatlons
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In April 2002, the FASB issued SFAS No. 145 “Rescisslon of FASB Statements No. 4, 44, and 64,
Amendment of FASB Statement No. 13, and Technical Corrections”. This statement eliminates the
automatic classification of gain or loss on extinguishment of debt as an extraordinary item of income and
requires that such gain or loss ‘be evaluated for extraordinary classification under the criteria of
Accounting Principles Board No. 30 “Reporting Results of Operations”. This statement also requires sale-
leaseback accounting for certain lease modifications that have economic effects that are similar to sale-
leaseback transactions and makes various other technical corrections to existing pronouncements. This
statement will be effective for Covista for the year ending January 31, 2003. The adoption of this
statement is not expected to have a material effect on our results of operations or financial position.

In July 2002, the Financial Accounting Standards Board issued SFAS No.146,"Accounting for Costs
Associated with Exit or Disposal Activities." SFAS No.146 will supersede Emerging Issues Task Force
Issue No.94-3,"Liability Recognition for Certain Employee Termination Benefits and- Other Costs to Exit
an Activity (including Certain Costs Incurred in a Restructuring).” SFAS No.146 requires that costs
associated with an exit or disposal plan be recognized when incurred rather than at the date of a

commitment to an exit or disposal plan. SFAS No.146 |s to be applied prospectively to exit or disposal

activities initiated after December 31, 2002.
NQTE C — EARNINGS PER SHARE

The following table sets forth the computation of basic and diluted loss per common share:

Nine-Months Ended Three-Months Ended
October 31, October 31, October 31, October 31,
2002 2001 2002 2001
Numerator:
Loss available to $ (7.863,255) $ (6,366,057) .  $ (1,391,912) $(1,858,950)
Common Shareholders used in basic
and diluted loss per Common Share
Denominator:
Weighted-average number of Common 12,612,063 9,990,562 12,697,673 10,820,365
Shares used in basic loss per ' ‘
Common Share (1)
Effect of diluted securities:
Common share options . - - - -
Weighted-average number of Common . 12,612,053 9,990,562 12,697,673 10,820,365

Shares.and diluted potential Common
* Shares used in diluted loss per )
Common Share

Basic and diluted loss per Common Share $ (062) 8 (0.64) $_ (011) $ (017

(1) Common Shares subject to options are not included In the calculation of diluted loss per -
Common Share for the nine month periods ended October 31, 2002 and 2001, and the three-
month period ended October 31, 2002, as doing so would be antidilutive due to the net loss per
Common Share. ‘ -
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NOTE D - SEGMENT REPORTING

Covista sells telecommunications services to three distinct segments: a retail segment consisting primarily
of small to medium sized businesses principally within the United States, a wholesale segment with sales
to other telecommunications carriers throughout the world, and a segment that generates sales through
direct mailing campaigns (KISSLD) which started in the beginning of fiscal year 2003 for residential
customers in network supported areas on the East Coast.

In addition to direct costs, each segment is allocated a portion of the Covista's switch and operating
expenses. The allocation of expense is based upon the minutes of use flowing through the Covista's
switch network. There are no intersegment sales. Assets are held at the consolidated level and are not
allocable to the operating segments. Covista evaluates performance on operating earnings of the three
business segments.

Summarized financial information concerning Covista's reportable segments is shown in the following
table:

Retail Wholesale KISSLD Total .
Nine Months Ended
October 31, 2002
NetSales = . $60,327,000 ‘ 3 1'1 ,389,000 $5,286,000 $77,002,000
Gross margin  ~ 19,512,000 1,139,000 2,009,000 22,660,000
Operating loss (6,365,000) (1,128,000) (564,000) (8,057,000)
Nine-Months Ended -
October 31, 2001 ‘
Net Sales $36,717,000 $42,086,000 N/A $ 78,803,000
Gross margin 13,062,000 . 1,318,000 N/A 14,380,000
Operating loss (4,457,000) (2.1 53,000) N/A . (6,611,000)
Retail Wholesale KISSLD Total
. Three Months Ended
October 31, 2002
Net Sales $20,788,000, $ 3,099,000 $ 2,886,000 $ 26,773,000
Gross margin : 7.181,000. 310,000 1,097,000 8,588,000
Operating loss (1,053,000)- (45,000). (161,000) (1 ,259.000)
Three Months Ended . '
October 31, 2001
Net Sales - $ 11,996,000 $ 8,471,000 . N/A $ 20,467,000
Gross margin 4,284,000 847,000 *'N/A 5,131,000
Operating loss (1,495,000) (295,000) N/A (1,790,000)
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NOTE E ~ INCOME TAXES

For the fiscal year ended January 31, 2002, Covista established a valuation allowance against its net
deferred tax asset due to the uncertainty of realizing certain tax credits and loss carryforwards. In the
quarter ended October 31, 2002, Covista continued -this accounting treatment and recorded a full
valuation allowance against the net tax benefit arising from the quarter’s net operating loss. The result is
that the net deferred tax asset of approximately $14,278,000 is fully offset by the valuation allowance and,
as such, does not appear on the balance sheet. It will be reﬂected at net recoverable value when the net
deferred tax asset can be utilized in future periods.

During the second quarter of the fiscal year 2003, Covista received a tax refund of $511,220; which
reflected a change in IRS regulations regarding net operating loss carrybacks.

NOTE F — ACQUISITION OF CAPSULE COMMUNICATIONS

On February 8, 2002, Covista completed the merger (the "Merger®) of its wholly owned subsidiary CCI
Acquisitions, Inc. ("CCI") with and into Capsule Communications, Inc. (*Capsule”), pursuant to the
Agreement and Plan of Reorganization dated as of July 17, 2001 among Covista, CC| and Capsule (the
*Merger Agreement”). As a result of the Merger, Capsule became a wholly owned subsidiary of Covista.
Covista has accounted for the combination with Capsule as a purchase business combination under
SFAS 141("Business Combination”). Capsule is a switch-based interexchange carrier providing long
distance telephone communications services primarily to small and medium-size business customers as

well as resldentlal accounts .
The results of Capsule's operations have been included in Covista's statement of operations since the
Merger Date. The total purchase price was approximately $12.7 million and consisted of approximately
1.7 million shares of Covista’s Common Stock, valued at approximately $11.6 miliion determined based
on the average closing market price of Covista's Common Stock at the time of acquisition, options
assumed from Capsule for the purchase of 286,975 shares of Common Stock valued at approximately
$1.1 million using the Black-Scholes Valuation Model, using an exercise price of..$3.49 to $20.10,
expected lives of 0.5 to 2 years, 156% volatility, 2.69% discount rate, and Covistas’ stock pnce of $6.71.
In addition, Covista incurred approximately $0.3 mllllon in acquisition expenses.

The following table summarizes the estimate of fair value of the assets acquired and liabilities assumed at
the Merger Date.

Cash 8% 1,179,172
Current assets . ' X 5,717,428
_Property and equipment . 3,544,981
Other assets 89,199
Intangible assets ' 4,190,000
Goodwill . 8,307,850
Total assets acquired . 23,028,630
Current liabilities . (10,056,503)
Total purchase price $(12,972.127)

The Iintangible assets acquired from Capsule were identified as its business customer relationships
valued at $1,288,000, its residential customer relationships valued at $376,000, and its agent
relationships valued at $2,526,000. These intangibles are being amortized over periods of 10 months to
four years. The customer and agent relationships are amortized'using double-declining method.
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The unaudited pro forma information below represents the consolidated results of operations as if the

merger with Capsule had occurred as of February 1, 2001 and 2002. The unaudited pro forma -

information has been included fer comparative purposes and is not indicative of the results of operations
of the consolidated Company had the merger occurred as of February 1, 2001, nor is it necessanly
indicative of future results.

Nine Months Three Months

Ended Ended |
October 31,2002 October 31,2001 October 31, 2002 October 31, 2001
Total Revenue $ 77,815,223 $ 107,019,236 $26,773,184 $ 29,413,441
Loss attributable to (7,770,611)  (7,388,496) (1,391,912) (2,476,381)
Common stockholders . ] .
Basic net loss per (0.62) (0.74) (0.11) - (0.23)

common share

NOTEG - SHAREHOLDER LOAN

As of October 31, 2002, Covista received loans from Henry G. Luken I, its Chairman of the Board and
principal shareholder, in the amount of $7,000,000. These loans will be converted to equity upen
shareholder approval which approval is expected to be sought at Covista's Annual Shareholder meeting
planned to be held December 19, 2002. Covista currently has the necessary votes to approve the
conversion.

NOTE H - NOTES PAYABLE

Covista has a revolving $2,000,000 credit facility with Wells Fargo Business Credit Corporation,
renegotiated and amended on May 11, 2002, which expires on May 11, 2004. Interest on the revolving
credit facility is currently calculated at the prime lending rate plus 2 3/4%, on a minimum loan balance of
$750,000. The loan is collateralized by accounts receivable and fixed and intangible assets of Covista.

As of October 31, 2002, Covista’s outstanding balance on its credit facility was $548,076 leaving _

approximately $1,451,924 available based on collateral for future borrowing under the credit facility.

The loan agreement contains covenants and restrictions, which, among other things, require maintenance '

of certain subjective financial performance criteria and restrict encumbrance of assets, creation of
indebtedness and places limitations on annual capital expenditures. Covista was not in compliance with
several of its covenants in the Loan Agreement; however, Covista received verbal waivers related to such
non-compliance relevant to the fiscal period ended October 31, 2002.

On June 17, 2002, Covista entered into a term loan agreement w1th a major Tennessee bank. Covista
has received $3,775,000 payable monthly in 36 instaliments at a fixed Interest rate of 4.595% for the first
'year and converting to 2% over LIBOR on June 17, 2003 and each year thereafter. This term loan is
secured by certain of the Company’s switching equipment and Certificates of Deposit. provided by
Covista's Chairman of the Board. ,
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COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES
. ITEM 2 '
MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULT OF OPERATIONS

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS:

Certain matters discussed in this Quarterly Report on Form 10-Q are “forward-looking statements"
‘intended to qualify for the safe harbor from liability provided by the Private Securities Litigation Reform
Act of 1995. These forward-looking statements can generally be identified as such because the context of
the statement will inciude words such as Covista "believes®, "anticipates”, "expects®, or words of similar
import. Similarly, statements which describe Covista's future plans, objectives or goals are also forward-
looking statements. Such forward-looking statements are subject to certain

risks and uncertainties which are described in close proximity to such statements and which could cause
actual results to differ materially from those anticipated as of the date of this Report. Shareholders,
potential investors and other readers are urged to consider these factors in evaluating the forward-iooking
statements and are cautioned not to place undue reliance on such forward-looking statements. The
forward-looking statements included herein are only made as of the date of this Report and Covista
undertakes no obligation to publicly update such forward-looking statements to reflect subsequent events
or circumstances, except as required under applicabie laws.

Results of Operations

Net sales were approximately $77,002,000 for the first nine months of the current fiscal year, a decrease

of approximately $1,801,000 or 2.2% as compared to the approximately $78,803,000 recorded in the first
nine months of the prior fiscal year. Net sales for the third quarter of the current fiscal year were
approximately $26,773,000, an increase of approximately $6,306,000 or 30.8% as compared to the
approximately $20,467,000 recorded in the third quarter of the prior fiscal year.

Wholesale revenue for the nine-month period was approximately $11,389,000, a decrease of
approximately $30,696,620 or 73% from the nine month period ended October 31, 2001. For the quarter
ended October 31, 2002, wholesale revenue was approximately $3,099,000, a decrease of
approximately $5,372,000 or 63.4% over the comparative quarter in the last fiscal year. Wholesale
.minutes sold in the nine-month period ended October 31, 2002 were approximately 148,615,000 minutes,
a decrease of approximately 234,143,000 minutes or 61.1% from the nine-month period ended October
31, 2001. Wholesale minutes sold in the quarter ended October 31, 2002 were approximately 32,578,000
minutes, a decrease of approximately 49,309,000 minutes or 60.2% from the third quarter of the prior
fiscal.year. For the nine-month period, the decline in revenue also reflected the competitive wholesale
market place and the business failure of several wholesale customers, both trends that Covista believes
will continue. Competitive pressures on sales price have resulted in a 34.7% decline in the average
selling rate. Covista also has attempted to limit its exposure to the business failures experienced within
the industry by tightening up credit limits on all wholesale accounts. Covista has strategically reduced the
Wholesale segment of its business. . .

i
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Retail revenues for the nine-month period were approximately $61,205,000, an increase of approximately
$24,488,000 or 66.7% from the nine-month period ended October 31, 2001. For the quarter ended
October 31, 2002, retail revenues were approximately $20,788,000, an approximately $8,792,000 or
73.2% increase over the comparative quarter in the last fiscal year. Retail minutes sold in the nine-month
period ended October 31, 2002 were approximately 824,279,000 minutes, an increase of approximately
353,487,000 minutes or 75% over the nine-month period ended October 31, 2001. Retail minutes sold in

the quarter ended October 31, 2002 were approximately 276,585,000 minutes, an increase of .

approximately 109,487,000 minutes, or 65.5% over the third quarter of the prior fiscal year. The increase
in volume results primarily from the acquisition of Capsule Communications. However, the decrease in
revenue per minute results from the extreme pricing pressures existing within the industry. Covista has
experienced a rate decrease of 7.3% for the nine-month penod ended October 31, 2002 and 3.1% for the
three-month period ended October 31, 2002. The extreme pncmg pressures expenenced in the industry is
a trend that the Company believes may continue.

KissLD revenues (a product sold to retail consumers) for the nine month period were approximately
$5,286,000. KissLD is a new product offering for the current fiscal year and, therefore, does not have
prior year comparatives. The total minutes sold for KissLD for the nine month period was approximately
103,472,000. For the three month period ended October 31, 2002, sales were approximately $2,886,000
for KissLD. KissLD minutes sold for the three month period ended July 31, 2002 were approximately
57,511,000.

Cost of sales for the current nine-month period was approximately $54,342,000, a decrease of
approximately $10,081,000 or 15.6% from the nine- month period ended October 31, 2001. These
changes were favorable in relation to the 2.2% decrease in sales for the nine-month period. The
decrease in cost of sales was due primarily o a decrease of approximately 234,143,000 wholesale
minutes equating to approximately $27,627,000. This savings was offset with the cost of the i increase in
retail volume of approximately $17,595,000.

Cost of sales for the three-month period ended October 31, 2002 was approximately $18,186,000, an
increase of approximately $2,850,000 or 18.6% from the third quarter of the prior fiscal year. These
changes were favorable in relation to the 30.8% Increase in revenues in the third quarter. The'increase in
cost of sales was due primarily to the Capsule acquisition.

In the normal course of business, Covista files disputes with its service providers. Covista's accounting
policy is to record the invoiced amount to cost of sales, which may include disputed amounts. When the
dispute is resolved and the credit is received, the amount is credited to cost of sales. Open disputes
included in cost of sales for the nine-month period and the three-month period ended October 31; 2002
are approximately $3,116,000 and $3,007,000, respectively.

Seliing, ‘'general and administrative expense for the nine-month period Increased to approximately
$30,717,000, an increase of approximately $9,727,000, or 46.3% over the nine-month period ended
October 31, 2001. For the quarter ended October 31, 2002, selling, general and administrative expense
was approx1mately $9,847,000; an approxmate $2,926,000 or 42.2% increase over the comparative
quarter in the last fiscal year.

’
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The increase in selling, general and administrative expenses of approximately $9,727,000 for the nine-
month period was primarily due to an increase in commission expense of approximately $4,045,000
related to the added agent commissions of the Capsule agent program, an increase in salaries of
approximately $2,906,000 related to the addition of Capsule salaries and expansion of the Tennessee call
center staff; an increase in marketing expense of approximately $2,731,000 related to the KissLD
marketing program, an increase in office expense of approximately $1,265,000 due to the addition of the
Tennessee call center, the addition of Capsule general and administrative costs, and the one-time
relocation costs of the corporate headquarters; and other miscellaneous selling, general and
administrative expenses of $130,000. This was partially offset by a reduction in bad debt expense of
approximately $1,349,000 for the same period. - .

For the three-month period ended October 31, 2002, the net increase in selling, general and
administrative expenses of approximately $2,926,000 was comprised primarily of increase in. commission
expense ‘of approximately $1,459,000 from the acquisition of the Capsule agent program, an increase in
office expense of approximately $626,000 due to the one time relocation costs of the corporate

headquarters to downtown Chattanooga, TN, and the addition of Capsule G & A, an increase in salaries -

of approximately $436,000 from the addition of Capsule salaries, an increase in benefits of approximately
$231,000, an increase in equipment rental of approximately $195,000, an increase in franchise taxes of
approximately $127,000, an increase in postage of approximately $88,000, increase in marketing
expense of approximately $84,000, and other miscellaneous expenses of $8,000. This was partially
offset by a reduction in bad debt expense of approximately $172,000 and a reduction in legal expense of
$156,000. .

For the reasons described above, the operating loss for the mne-month period ended October 31, 2002
was approximately $8,057,000, an increase of approximately $1,448,000 from the nine-month period
ended October 31, 2001 The operating loss for the three-month period ended October 31, 2002 was
" approximately $1,269,000, an improvement of approximately $531 000 over the prior year's three—month
period ended October 31, 2001.

Total other expense, net, for the current nine-month period was approximately $317,000 as compared to
approximately $245,000 of total other income, net, recorded in the prior year nine-month period. The
approximately $562,000 change for the nine-month period is primarily due to the reduction in sale of
marketable securities of approximately $262,000, offset by an increase in interest expense of
approximately $234,000 and a reduction in interest income of approximately $50,000. Total other
expense, net, for'the current fiscal quarter was approximately $133,000 as compared to approximately
$69,000 of total other expense, net, recorded in the comparable period during the prior fiscal year. This
change was due to an increase in interest expense.

- Basic and diluted loss per Common Share was $0.62 per share for the current nine-month period ended
October 31, 2002 as compared to $0.64 loss per share for the nine-months ended October 31, 2001.
Basic and dlluted loss per Common Share was $0.11 per share for the current three-month period ended
October 31, 2002 as compared to $0. 17 loss per Common Share for the three-months ended October 31,
2001.
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Liquidity and Capital Resources

At October 31, 2002, Covista had a working capital deficit of approximately $13,784,000, an increase of
deficit of approximately $2,457,000 as compared to January 31, 2002. The ratio of current assets to
current liabilities at October 31, 2002 was 0.60:1, as compared to the ratio of 0.55:1 at January 31, 2002.
The increase in the working capital deficit at October 31, 2002 was primarily attributable to an increase in
accounts payable of approximately $6,559,000; a decrease in prepaid expenses and other current assets
of approximately $840,000 and an increase in the current portion of long term debt of approximately
$1,278,000. This was offset by an increase in accounts receivable of approximately $6,685,000; an
increase in cash and cash equivalents of approximately $2,002,000; a decrease in investments available
for sale of approximately $440,000; and a increase in accrued liabilities of approximately $2,110,000.

The increase in cash of approximately $2,002,000 was the resuit primarily of proceeds from the sale of
Common Stock of $315,963; proceeds from a long-term loan received from a major shareholder of
$2,600,000; the proceeds from the sale of marketable securities of approximately $439,773; the proceeds
of a note payable of approximately $3,775,0001 and cash acquired in the purchase of businesses of
approximately $1,179,165. These increases were offset by cash used in operations of approximately
$1,386,000; and payment of line installation costs of approximately $405,000, purchases of Property,
Plant, and Equipment of approximately $3,029,000 and repayment of bapk borrowings of approximately
$1,488,000.

On February 20, 2002, Covista's Board of Directors approved the private sale of additional Common
Stock of up to $12,500,000. The investment includes a conversion into common stock, of $6,800,000 of
debt, contribution of $3,500,000 of fixed assets and $2,200,000 of cash to be received at the rate of
$2.867 per share, which was the closing price for the Common Stock for 30 trading days prior to
November 1, 2002, as authorized by the Board. The commitment for funding for the investment and the
conversion of the indebtedness is from the current Chairman of Covista’s Board or his designee’s and is
subject to shareholder's approval at the next Annual Meeting, to be held on December 19, 2002.
Additionally, Covista has received a commitment from W. Thorpe McKenzie, a nominee for election as a
director, to purchase an additional 500,000 shares at $2.867 per share for a fotal of approximately
$1,434,000. Finally, the company is seeking a line of credit from a bank. If such line of credit were not
obtained, the Chairman of the Board has committed to loaning $2 million to the Company through at least
the second quarter of fiscal 2004.

Capital Expenditures

Capital expenditures for the nine-month period ended October 31, 2002 were approximately $3,196, 207.

These expenditures were financed principally from the proceeds of a long term loan received from a
major shareholder. Planned spending for the balance of the fiscal year ending January 31, 2003, includes
approximately $100,000 for additional switches and equipment to be installed as part of Covis‘ta's network
expansion. These expenditures are planned to be financed primarily through vendor financing, sale and
leaseback transactions, and additional lines of credit, which Covista intends to negetiate with its current
lender or other sources. In addition, Covxsta may seek to sell privately, additional equ1ty or debt securitles.
However, there can be no assurance that Covista shall be able to obtain such financing or, if available,
the terms thereof shall be favorable, .
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Prepaid Network Capacity

On July 2, 2001, Covista received a loan from Henry G. Luken lll, its Chairman of the Board and principal
shareholder, in the amount of $4,000,000. This loan will be converted to equity upon shareholder
approval which approval is expected to be sought at Covista's Annual Shareholder meeting to be held
December 19, 2002. Covista currently has the necessary votes to approve the conversion. The proceeds
of the loan were used to purchase a 10-year commitment for approximately 2.8 billion DS-0 channel miles
of telecommunications network capacity from an unaffiliated party. The unaffiliated party has filed for
Chapter 11 reorganization; however, as of the date of this report, is continuing to perform under the
agreement, and, therefore, management does not believe that this asset is impaired. However,
management has been unable to determine if this carrier's bankruptcy will adversely affect the carrier's
ability to fulfill its’ obligation to Covista under the prepaid network capacity agreement.

As of October 31, 2002, Covista has used 63 million DS-0 channel miles of telecommunications network
capacity against the 2.8 billion DS-0 total prepaid network capacity, of which $400,000 has been
classified as a current asset and based on anticipated usage in the next 12 months. The remainder of the
prepaid capacity amount of approximately $ 3,200,000 is included in other assets.

Accounts Receivable and Credit Risk

Accounts receivable subject Covista to the potential for credit risk with customers in the retail and
wholesale segments. To reduce credit risk, Covista performs ongoing evaluations .of its customer's
financial condition and except in situations where the risk warrants it, Covista does not require collateral.
Accounts receivable of approximately $16,938,000, net of the reserve for uncollectible accounts totaling
approximately $6,833,000, represents approximately 33% of the total assets of Covista. No one customer
accounts for greater than eight percent of the total revenues and receivables. In the wholesale segment,’
which contains Covista's largest customers, Covista has been able to ameliorate credit risk by using
reciprocal arrangements with the customers, which are also Covista's suppliers, to offset outstanding
receivables. Covista has historically maintained a better than three percent ratio of bad debts to revenues.
For the nine-month period ended October 31, 2002, this ratio was 4%. Covista also measures net
accounts receivable turnover (as measured in days sales outstanding). For the periods ended October
31, 2002 and 2001 days sales outstanding were 59.3 days and 58.5 days respectively.
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Related Party Transactions

Jay J. Miller, a Director of Covista, has provided various legal services for Co;lista in Fiscal 2003. In the third
quarter, Fiscal 2003, Covista accrued $13,960 to Mr. Miller for services rendered and accrued for in Fiscal
2003. As of October 31, 2002, Covista owed Mr. Miller $26,100.

Leon Genet, a Director of Covista, has provided agent services for Covista through his wholly-owned
Registrant, LPJ, Inc. During the third quarter, Fiscal 2003, LPJ, Inc. was paid commissions of $24,155. The
commissions paid to LPJ, Inc. were computed on the same, basis as other independent agents retained by
Covista.

Covista has entered into three lease agreements for office and switch space in Chattanooga, Tennessee,
with Henry G. Luken Ill, Chairman of the Board and a principal shareholder of Covista. Each lease
carries a term of five years. The leases provide for annual rent of $154,986 for fiscal year 2003;
$258,290 for fiscal year 2004; $293,336 for fiscal year 2005 and for both fiscal years of 2006 and 2007
the annual rent will be $300,000 and annually adjusted for the Consumer Price Index. For the third
quarter FY 2003 Covista has paid Henry G. Luken {ll $21,600 for rent of office space.

As of October 31, 2002, Covista received loans from Henry G. Luken lll, its Chairman of the Board and
principal shareholder, in the amount of $7,000,000. These loans will be converted to equity upon
shareholder approval which approval is expected to be provided at Covista’s Annual Shareholder meeting
scheduled to be held December 19, 2002. . .

CRITICAL ACCOUNTING POLICIES

Revenue Recognition

Covista's revenues, net of sales discounts, are recognized in the petiod in which the service is provided,
based on the number of minutes of telecommunications traffic carried, and a rate per minute. Access and
other service fees charged to customers, typically monthly, are recognized in the period in which service
is provided.

Deferred Line Installation Costs

Deferred line installation costs are costs incurred by Covista for new facilities and costs incurred for
connections from within the Covista’s network to the network of other telecommunication suppliers (such
as Verizon, MFS and other carriers). Amortization of such line installation costs is provided using the
straight-line method over the contract life of the lines ranging from three to five years.

e

Long-Lived Assets : .,

Covista accounts for the impairment of long-lived assets and for long-lived assets to be disposed of by
evaluating the carrying value of its long-lived assets in relation to the operating performance and future
undiscounted cash flows of the underlying businesses annually and when indications of impairment are
present. Long-lived assets to be disposed of, if any, are evaluated in relation to the net realizable value.
If impairment is indicated, the amount of the impairment is typigally calculated using discounted expected
future cash flows. The discount rate applied to these cash flows is based on Covista's weighted average
cost of capital. If the carrying value of the asset exceeds the fair value of the asset, the difference will be
charged to the results of operations in the period in which the impairment occurred. Based on Covista's
analysis of future undiscounted cash flow, which are in excess of the carrying value of its long-lived
assets, there does not appear to be an impairment as of October 31, 2002.

0€l 30 0ClL abed - 0-002-€002 - 9SdOS - NV Z€:01 G1-42G0100 6102 - ONISSIO0Hd HO4 d31d3I0IV



On July 2, 2001, Covista received a loan from Henry G. Luken Ill, its Chairman of the Board and principal
shareholder, in the amount of $4,000,000. This loan will be converted to equity upon shareholder
approval which approval is expected to be provided at Covista's Annual Shareholder meeting planned to
be held December 19, 2002

The proceeds of the loan were used to purchase a 10-year commitment for approximately 2.8 billion DS-0
channel miles of telecommunications network capacity from an unaffiliated party. The unaffiliated party
has filed for Chapter 11 reorganization; however, as of the date of this report, is continuing to perform
under the agreement, and therefore, management does not believe that this asset is impaired. However,
management has been unable to determine if this carrier's. bankruptcy will impact the carrier’s ability to
fulfill its’ obligation to Covista under the prepaid network capacity agreement.

As of October 31,2002, Covista has used 63 million DS-0 channel ‘miles of telecommunications network
capacity against the 2.8 billion total prepaid network capacity, of which $400,000 has been classified as a
current asset and based on anticipated usage in the next 12 months. The remainder of the prepaid
capacity amount of approximately $ 3,200,000 in included in other assets.

Goodwill

Goodwill consists of the excess purchase price over the fair value of identifiable net assets of acquired
businesses. Goodwill added subsequent to January 1, 2002 is not being amortized in accordance with
SFAS142. The carrying value of goodwill is evaluated for impairment on an annual basis. Management
also reviews goodwill for impairment whenever events or changes in circumstances indicate that the
carrying amount of goodwill may be impaired.- If it is determined that an impairment in value has
occurred, goodwill will be written down to the present value of the expected future operating cash flows to
be generated by the respective reporting unit.

Vendor Disputes

In the normal course of business, Covista files disputes with its service providers. Covista's accountiné
policy is to record the invoiced amount to cost of sales, which may include disputed amounts. When the
dispute is resolved and the credit is received, the amount is credited to cost of sales. Open disputes

included in cost of sales for the nine-month period and the three-month period ended October 31, 2002

are approximately $3,116,000 and $3,007,000, respectively.
Intangible Assets

Intangible assets are carried at cost, less accumulated amortization, and are amortized on a double-

declining or straight-line basis over their expected lives based upon managements’ expectation regarding

the timing of future realization.

Quantitative and Qualitative Disclosilres about Market Risk : ' ’

Market risk represents the risk of changes in value of a financial instruent, derivative or non-derivative,
caused by fluctuations in interest rates, foreign exchange rates and equity prices. As Covista holds no

significant marketable securities at October 31, 2001, the exposure to interest rate risk relating to

marketable securities no longer exists. Covista does not hold any derivatives related to its interest rate
exposure. Covista also maintains long-term debt at fixed rates. Due to the nature and amounts of
Covista's note payable, an immediate 10% change in interest rates would not

have a material effect in Covista's results of operations over the next fiscal year. Covista's exposure to
adverse changes in foreign exchange rates Is also immaterial to the consolidated statements as a whole.
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COVISTA COMMUNICATIONS, INC. AND SUBSIDIARIES

PART i - OTHER INFORMATION .

ITEMS1-5 Not applicable
ITEM 6 Exhibits and Reports on Form 8-K

No reports on Form 8-K were filed in the period
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I, A. John Leach, Jr,, certify that;

1) Ihave reviewed this quarterly report on Form 10-Q of Covista;

2)

3)

L)

5)

Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this quarterly

report;

Based on my knowledge, the financial statements, and other financial information included in quarterly
annual report, fairly present in all material respects the financial condition, results of operations and cash
flows of Covista as of, and for, the periods presented in this annual report;

Covista’s other certifying officers and I are responsible for establishing and maintaining disclosure controls

and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for Covista are have;

a) designed such disclosure controls and procedures to ensure that material information
relating to Covista, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this quarterly report is being prepared;

b) evaluated the effectiveness Covista's disclosure controls and procedures as of a date with 90 days
prior to the filing date of this quarterly report (the “Evaluation Date™); and

c) presented in this quarterly report our conclusions about the effectiveness of the disclosure controls
and procedures based on our evaluation as of the Evaluation Date;

Covista’s other certifying officers and I have disclosed, based on our most recent evaluation, to Covista’s
auditors and the audit committee of Covista’s board of directors (or persons performing the equivalent
functions);

a) all significant deficiencies in the design or operation of internal controls which could adversely
affect Covista’s ability to record, process, summarize, and report financial data, and I have
identified for Covista’s auditors any material weaknesses in internal controls; and

b). any fraud, whether or not matenal, that involves management or other employees who have a
significant role in Covista’s internal controls; and

Covista’s other cettifying officers and I have indicated in this annual report whether there were significant
changes in internal controls or in other factors that could significantly affect internal controls subsequent to
the date of our most recent evaluation, including any corrective actions with regard to significant
deficiencies and material weaknesses. - .

Date: December 16, 2002 By: s/ A. Jobn Leach, Jr.

A. John Leach, Jr.
Ptes1dent and Chief
Executive Officer
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I Th01;333 P. Gunning., certify that;

1)
2)

3

I ‘I.

3

1 have reviewed this quarterly report on Form 10-Q of Covista;

Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this quarterly

report;
Based on my knowledge, the financial statements, and other financial information included in quarterly

- annual report, fairly present in all material respects the financial condition, results of operations and cash

9

5)

6)

flows of Covista as of, and for, the periods presented in this annual report;

Covista’s other certifying officers and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for Covista are have;

a) designed such disclosure controls and procedures to ensure that material ) information
" relating to Covista, including' its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this quarterly report is being prepared;

b) evaluated the effectiveness C(;vista’s disclo'sm'e controlg and procedures as of a date with 90 days
prior to the filing date of this quarterly report (the “Evaluation Date™); and

c) presen;c(i in this quarterly report our conclusions about the effectiveness of the disclosure controls
and procedures based on our evaluation as of the Evaluation Date;

Covista’s other certifying officers and I have disclosed, based on our most recent evaluation, to Covista’s
auditors and the audit committee of Covista’s board of directors (or persons performing the equlvalcnt
functions); .

a) all significant deficiencies in the design or operation of internal controls which could adversely
affect Covista’s ability to record, process, summarize, and report financial data, and I have
identified for Covista’s auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other cmi:olojrees who have a
significant role in Covista’s internal controls; and )

Covista’s other certifying officers and I have indicated in this annual report whether there were significant
changes in internal controls or in other factors that could significantly affect internal controls subsequent-to
the date of our most recent evaluation, including any corrective actions with regard to significant.
deficiencies and material weaknesses.

_ Date: December 16, 2002 By: /s/_Thomas P. Gunning

Thomas P. Gunning,

Vicé President, Chief Financial
Officer and Prmclpal Accountmg
Officer
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CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Covista Communications, Inc. on Form 10-Q for the period ending
October 31, 2002 as filed with the Securities and Exchange Commission on the date hereof (the “Report™), I, A.
John Leach, Jr., President and CEO of Covista Communications, Inc., certify, pursuant to 18 U.S.C. Section 1350,
as adopted pursnant to Sectxon 906 of the Sarbanes-Oxley Act of 2002 that;

1) The report fully complies with the requirements of section 13 (a) or 15 (d) of the Securities Exchange Act
of 1934; and

2) The information contained in the Report fairly presents, in all material respects, the financial condition and
result of operations of Covista Communications, Inc.

Date: December 16, 2002 By: /s/ A. John Leach, Jr.
A. John Leach, Jr.
President and Chief
Executive Officer
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CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Covista Communications, Inc. on Form 10-Q for the period ending
October 31, 2002 as filed with the Securities and Exchange Commission on the date hereof (the “Report™), I,
Thomas P. Gunning, CFO of Covista Communications, Inc., certify, pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that;

3) The report fully complies with the requirements of section 13 (a) or 15 (d) of the Securities Exchange Act

of 1934; and

4) The information contained in the Report fairly presents, in all material respects, the financial condition and
result of operations of Covista Communications, Inc.

Date: December 16, 2002 By: /s/ Thomas P. Gunning
. : Thomas P. Gunning,
Vice President, Chief Financial
Officer and Principal Accounting
Officer
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, Covista has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized. .

COVISTA COMMUNICATIONS, INC.
(Registrant)

Date:_December 16, 2002 By: _/s/_A. John Leach
A. John Leach

‘President and Chief Executive Officer

Date: December 16, 2002 By: _/s/_Thomas P. Gunning
Thomas P. Gunning,

’ . Vice President, Chief Financial Officer
] and Principal Accounting Officer
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E Henry G. Luken, 1Il was elected a Dirsctor of Covista In Febma}yi, 1999, and Chairman of the Board In
February, 2001. Currently, he Is President of Mont Lake Properties, Inc., & real estate development firm;a director

of Equity Broadcasting Corp., a TV networl; a director of ACNTV, a home shopping company selling through TV;
. Managing Agent of Henry IV LLC, an aircraft sales company. A co-founder of Telco Communications Group inc.,

he served as Chief Exacutive Officer and Treasurer from July, 1993-to April, 1998, and Chairman from July, 1993
to October, 1997. Mr. Luken has also served as Chairman of Tel-Labs, Inc., a telecommunications billing firm -
("Tel-Labs”) since 1991, and as Chairman of Teico Development Group, Inc., a computer systems fimm ewned by
Mr. Luken, since 1987, both of which enilties he founded. - .

Walt Anderson was elected a Diractor of Covista in February, 1999, and as Chaimman of the Board In
November , 1999. He stepped down as Cliairman In February, 2001. He has been Manager of Revision LLC from
June 1998 to the present; President and Chalrman of Entree Intemational Lid. (Financial Consulting Services) from
July, 1997 to the present; Chairman of Capsule Communications, Inc, as of April 2001, Chairman of Teleport UK

- Lid. (Satellite Communications) from May, 1996 to the prasent; Chairmanr-of Espirit Telecorh Group ple. (Telecom

Services) from October, 1992 to November, 1998 and President and Chairman, Mid Atlantic Telecom (Tslecom
Services), from May, 1984 to Decamber, 1993. Mr. Anderson'ls also a director of American Technology.Labs

{Network Equipment) and Aquarius Holdings Ltd. (Water Transport Syatems),

Leon Genet has served as a Director since October, 1998, For more than the past flve years, he has been a
partner in Genet Realty, a commercial and industrial real estate brokerage fin. He serves as a member of the Natfonal
Commerce and Industry Board for the State of lsrael-Bonds Organization and Is a shareholder, director and officer of
LPJ Communications, Iric., which has eamed commissions from Covista on the sama basis as cther independent sales
representatives. Sae “Cartain Relationships and Related Transactions® A . .

A, John Leach, Jr. was appointed Praet&ent and Chief Executive Officer and a Director of Covista on May
18,2000. He had been Senior Vice President of Sales at BT1 Telecomm, Inc., from December, 1999 to May, 2000;

-Senior Vice President of Teleglobe, Inc. from June, 1996 to December, 1999, where he assumed responsibility for US

and Canadian commercial sales markasts. He was promoted-to this posttion from Senior Vice President of Wholesale

and Agent Markets, Telco Communications (a subsidlary of Teleglobe, Inc.) June, 1996 to February, 1999, Pricrto .
that, Mr. Loach was Vice President of Agent Services at BTI Telecomm, from December, 1989 to June, 1996, Regional -

Sales Manager of Mobilecomm (a Bell South Company) where he started In sales and rose to a.Reglonal Sales
Manager position May, 1986 to December, 1989. . -

Jay J. Miller, Esg. has served as a Director since 1983, He has been a practicing attomey for more than 35
years In New York. He is Chairman of the Board of AmTrust Pacific Lid., @ New Zealand real estate-company. He s
also a director of Technology Insurance Company, Inc., & prbviaer of varlous insurance products to the technology
industry, and certalf. of its afffiiates. Mr. Miller has performed legal services on behaif of Covista. See *Certein
Relationships and Related Transactions.” : :

Thomas P. Gunning was appointed Vica President, Secretary / Treasurer of Covista In May 1989, He was "~ -

appointed Chief Financial Officer In September, 1994 and served in that capacity until May Of 1999, He was again
appointed Chief Financial Officer in May of 2000. He was appointed Secretary of Covista in January of 1995, He
has served as Controller of Covista since September, 1952. He Is a Certified Pubic Accountant licensed by the
States of New York and New Jersey. From 1989 until joining Covista, Mr. Gunning was the Senior Audit Manager
at Rosenberg Selsman & Company, a certified public accounting firm.: From 1978 to 1989, he was Chief Financlal
Officer of Flyfaire, Incorporated, a travel wholesale operator. Prior to such ime, Mr. Gunning held various positions
In both public and private accounting firms. -

" Donald Jones recently retired from his position as Senior Vice President for Chapter Services ofthe * -
American Red Cross, for which he worked since 1991. Prior to joining the Red Cross, Mr. Jones was Deputy

. Assistant Secretary of Defense for Military Manpower and Personnel Policy. Mr. Jones served in the United States .

Army for over 35 years and retired in 1991 with the permanent rank of Lieutenant General.

”»

Nicholas Merrick currently serves as President of Mt Vemon Investments, LLC, an Investment company,
which he has served as President since January 2002. Mr. Merrick served as Senlor Vice President and Chief
Financial Officer of Telergy, Inc., a high-spead fiber cptic communications network company, from May, 2000 to
July, 2001. Telergy filed for reorganization under-the bankruptcy laws in October 2001 and Is currently in the
process of liquidation. Prior to joining Telergy, Mr. Merrick was Chief Executive Officer of Up2 Technologies, Inc.
and Exacutive.Vice President of Excel Communications, each of which Is a subsidiary of Teleglobe, Inc. (global

. communications, e-business services), from 1998 untii 2000. From 1996 to 1897, he'was Vice President and Chief

Financlal Officer of Telco Communications Group, Inc., and from 1986 to 1996, he was Vice President of Corporate
Finance at the Robinson-Humphray Company, Inc. and Managing Director of R-H Capital Partners. .

Kevin A. Alward was appointed Chief Operating Officer of Covista on March 29, 2001 and was elected a
director of Covista on July 17, 2001. He had previously served TotalTel USA as President and Chief Operating
Officer from 1994 to 1998, when he left the company to become President of North America for Destia .
Communications, Inc. (formerly known as Econophone, Inc.) and its successor bymerger, Viatel, inc. In April 2000,
he co-founded Blink Data Corp., a telecommunications and data services provider headquartered in northem New
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